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PARLIAMENTARY DEBATES 


OFFICIAL REPORT 


MAJESTY 


FIFTH SERIES 


TRADE AND COMMERCE 


Civilian Goods, Production United States 


1. Sir Herbert Williams asked the 
President of the Board of Trade wh 
attention has | n dra‘ 
that 1 
authorised a} 
lal) CONSUNIP 
* woods: 


in demand 


whether he pared to take 


" ‘ . ] . 
In a SIMIial tion 


country is concerned, 


The President of the Board of Trade 
(Mr. Dalton): Yes, Sir; and I shall be 
vlad to take ps such as my_ hon. 
Friend suggest soon as cireum- 
permit, informed my 
hon. Friend, the Member for Avlesbury 


Reed) last Tuesday, the princi- 


stances 


Sir S. 
pal factor now limiting the production 


home consumption 


r. 1 Mandy 


IVENTH PARLIAMENT OI! 


AND NORTHERN IRELAND 


KING GEORGE VI 


VOLUME 401 


supply of labour, 


export, is the 


ch, at-this critical stage of the 


ir, eVer-Increasing demands are being 
nade, and will-continue to be made, in 


iIpport of our military operations. 


Sir H. Williams: Do I understand the 
hon. Gentleman to say that the de- 
for labour is diminishing in the 


States and is increasing in this 


It is increasing in this 
is not diminishing’ in the 
nited States, according to my intorma- 
tion. | 


which my 


Mr. Dalton: 


Nery but it 


was interested to read the paper 
hon. Friend was kind enough 
to send to me, “The Journal of Trusts 
and Es for January, 1944, but I 
think the expectations there expressed 


tates,” 


are very exaggerated. 


Mr. Molson: May I ask whether the 
expansion of our export trade is not 
even more urgent than the production 
of goods for the home market? 


Mr. Dalton: Yes, Sir, but it is not 
more urgent than the expansion of our 
bridgehead in Normandy. 


“The expectations there expressed” have proven correct since that time, as the 
W.P.B. has given release or priority orders, beginning with aluminum and magnesium 
production, for manufacture of numerous civilian goods—dependent, of course, on avail- 


ability of labor not required for war work. 


It is significant to note the reading and 


citation of Trusts and Estates in the British Parliament, as well as in our own Congress 


and Government departments. 
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INTERNATIONAL MONETARY CONFERENCE 


HE International Monetary Confer- 

ence recently concluded at Bretton 
Woods represented the first real effort 
of the United Nations to reach agreement 
on an important area of postwar collabor- 
ation. This conference is to be followed 
by others dealing with oil, labor, and 
other problems. Several observations are 
pertinent concerning the results at Bret- 
ton Woods: 

1. The 44 United Nations represented 
at the conference did reach an agreement 
on the mechanism of the International 
Monetary Fund and the International 
Bank for Restriction and Developments. 

2. The Fund creates a mechanism to 
“stabilize” foreign exchange and appar- 
ently is designed to operate in a manner 
similar to our stabilization fund before 
the war. 

3. The final agreement was concern- 
ed primarily with the mechanics of ex- 
change “stabilization” and with the cre- 
ation of an elaborate administrative 
machinery, rather than with the funda- 
mental forces, the operation of which will 
condition the success or failure of any 
attempt to stabilize. 

4. Provision is made for the continu- 
ation of exchange restrictions for a pe- 
riod of at least five years after the 
termination of hostilities. In other words, 
there is no assurance of an early end 
to the impediments to trade which char- 
acterized the decade before the war. 

5. In his radio speech on the Mone- 
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tary Agreements, Secretary Morgenthau 
stated, “This is the alternative to the 
desperate tactics of the past—competi- 
tive currency depreciation, excessive tar- 
iff barriers, uneconomic barter deals, 
multiple currency practices, and inter- 
national exchange restrictions.” This 
seems to have been the motive for the 
establishment of this Fund. However, 
the practices to which Secretary Morgen- 
thau referred have been typical only 
during the depression 30’s, and the 
Monetary Conference was not concerned 
with the basic underlying conditions 
which gave rise to such “desperate tac- 
tics.” This is also reflected in those pro- 
visions of: the Fund which provide that 
members may depreciate their currency 
by 10 percent without the need of secur- 
ing approval from the Fund and may 
engage in the further depreciation of an 
additional 10 percent upon the approval 
of the Fund. Such provisions, of course, 
negate the idea of stabilization for any 
extensive period of time. 

6. The fundamental prerequisite for 
foreign exchange stability must be politi- 
cal and economic stability within each of 
the participating countries, and the 
elimination of such impediments to for- 
eign trade as high tariffs, import quotas, 
exchange controls, and restrictions on the 
flow of capital. Moreover, unless each of 
the countries is prepared to adopt in- 
ternal policies which eschew unbalanced 
budgets and inflation as instruments of 


a 
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national policy, it may be questioned 
whether this elaborate mechanism will 
accomplish its objective. That the Fund 
will have no control over these internal 
policies is clearly indicated by the pro- 
vision that “. . . it shall not object to a 
proposed change (in par values of cur- 
rencies) because of the domestic, social 
or political policies of the member pro- 
posing the change.” 


7. It seems highly probable that the 
major demand will be for the U. S. dollar. 
This follows, since the dollar is the 
strongest currency in the world, and there 
would be no need for a fund to prevent 
any decline in its value. If there is a 
one-way flow with a demand concentrated 
on American dollars, it seems certain that 
if any losses are involved this country 
will suffer them. That the United States 
is to bear the main burden resulting 
from this agreement is indicated by the 
debates over quotas. Thus, in connection 
with the Fund, where the quotas deter- 
mine the amount of borrowing, each 
country was anxious to have a large 
quota. For the Bank, on the other hand, 
where the quota represented the responsi- 
bility for underlying loans, each country 
tried to obtain the smallest possible 
quota. 


8. Finally, it is clear that the success 
or failure of any program to manage 
foreign exchange will depend upon Amer- 
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ican foreign trade policy. As one of the 
world’s leading creditor nations, we must 
be ready to receive, in large quantities, 
the goods of other countries, thus mak- 
ing it possible for them to buy from us 
and to pay interest and principal on the 
sums we advance to them. But there are 
already ominous rumblings that our for- 
eign trade policy will not be in line with 
this objective. Thus, for example, it has 
been suggested that if necessary we im- 
pose tariffs to maintain our synthetic 
rubber plants after the war. While a 
great deal can be said for and against 
this proposal, to the extent we take care 
of our rubber needs from the output of 
these plants, our imports from the Dutch 
East Indies and the Malay States will be 
adversely affected. Similar proposals are 
being made in connection with other pro- 
ducts. For example, the Republican plat- 
form proposed continuation of our re- 
strictions on imports of meat. A reduc- 
tion in such imports will reduce the abil- 
ity of other countries to buy from us. 

Exchange stability is a result, not a 
cause. So long as this country and other 
nations follow policies which affect the 
international flow of goods and services 
in the manner noted above, it will be im- 
possible to obtain the objectives estab- 
lished by the International Monetary 
Conference. Elaborate mechanisms can- 
not be a substitute for correction of 
fundamental disequilibria. 


THE QUICK AND THE DEAD IN INDUSTRY 


USINESS and industrial manage- 
ment must take a leading role in any 
program designed to keep workers and 
capital employed. But private invest- 
ment on a large scale will also be re- 
quired. To preserve the atmosphere con- 
ducive to obtaining capital to provide the 
tools needed for full employment in pri- 
vate enterprise, government policies, par- 
ticularly tax, will have to encourage this 
investment. However, it has always 
proved difficult to segregate those able to 
afford the risk for a sporting chance of 
good gain from those who are ill-equipped 
to speculate. 
The institutional investors will have a 


dual role of great importance. They 
have an opportunity to render a service to 
society and to protect themselves against 
another onslaught of public ill-will if they 
make their facilities for investment at- 
tractive to the public as the channel for 
virile investment of savings. In addition, 
they must assume a larger role in the 
selection of good corporate managerial 
ability. The rapidity of technological 
change, the ability to work with labor, 
the perspicacity in market research and 
selling, will all tend to cut a deeper chasm 
between the quick and the dead than ever 
before. The days ahead will be no atmo- 
sphere for mediocrity; competition in 
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managerial skill will undoubtedly reach 
anew high. It is up to trustees to be able 
to appraise management policies in these 
fields. 


In certain restricted zones of invest- 
ment, smaller banks and trustees may be 
able to operate with satisfactory results 
by sticking to well-founded legal lists. 
But for the progressive job of channeling 
more and more of the people’s savings in- 
to virile enterprise, we may well find that 
the larger organizations alone can fill the 
bill—unless smaller units work out some 
means of joint investment and industrial 
research. Investment, like credit investi- 
gation, will require less emphasis on the 
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facts of yesterday (except as a guide to 
managerial background) and more on the 
measurement of industrial and market 
trends and a company’s ability to adapt 
to them. The street railway, with its im- 
bedded tracks and local markets, is one 
extreme of inflexibility often mistaken 
for “stability”; the plastics industry (or 
chemical manufactories) is at the other. 
To the extent that institutional investors 
are able to judge management and ap- 
praise the realism of their policies in re- 
lations with the scientific or technological 
fields, with labor and with the public or 
consumer, they will be doing a real job 
of protection of the nation’s savings and 
their own portfolios. 


POST-WAR TAXES 


E are now in the open season for 


tax proposals. Two plans which 
have created much comment are the Twin 
Cities Plan and that advanced by Beards- 
ley Ruml and H. C. Sonne in their 
pamphlet “Fiscal and Monetary Policy.” 
Both plans are predicated upon assumed 
budgetary expenditures of $18 billion. 
But as the following table shows, widely 
divergent programs are proposed to raise 
this sum. 


Rumi-Sonne Twin Cities 
(In billions) 

Individual Income 
Ts... each $13.0 5.0 
Euciwsee  .... 3.0 4.0 
Corp. Franchise 
and Retained 
Earnings _______. 1.0 5.0 
Estate and Gift 0.5 0.5 
Tariff & Miscel- 
laneous ses 0.5 0.7 
General Sales Tax 0.0 2.8 


18.0 


18.0 


The Ruml-Sonne plan places major re- 
liance upon the individual income tax, 
recommends the abolition of the corpor- 
ate income tax, and specifically rejects 
the general sales tax . The Twin Cities 
Plan, on the other hand, recommends 
that “heavy corporate income taxation 
must continue,” that individual income 
taxes must be kept low in order to en- 


courage “all possibility of venturing of 
capital by individuals,” and that a gen- 
eral sales tax of 5 per cent without ex- 
emptions should be levied. * 

The Twin Cities Plan states: “The 
thesis of this study is that relatively 
heavy corporate income tax rates are not 
as harmful to the private enterprise sys- 
tem as heavy individual tax rates,” that 
“corporation taxes should be utilized to 
the greatest extent possible in order to 
lighten the burden of individual income 
taxes.” In contrast with this position, 
which may be considered traditional in 
its reliance upon corporate taxes, the 
Ruml-Sonne proposal makes the follow- 
ing impressive case against the corpor- 
ation tax. 


1. The federal income tax on corpora- 
tions tends (a) to raise the cost of 
roods and services, and in some cases 
to pyramid them, (b) to keep wages 
lower than they otherwise might be, 
and (c) to limit the yield on risk- 
bearing investment. 
3usiness judgment as to what is 
economically sound in terms of ex- 
penditure, pricing, capital transac- 
tions, and the like is distorted by tax 
considerations, and the higher the 
federal tax the greater the distortion. 
At the present high corporate rates, 
the tax consequences of business 





transactions have become a dominat- 
ing factor in corporate management, 
often outbalancing economic desir- 
ability. 

The taxation of corporate profits 
prior to distribution imposes double 
taxation on dividend income without 
regard to progressive rates. A tax 
on corporation earnings is a tax 
against the individual owners, and 
yet the earnings of the small investor 
with small income are taxed at the 
same rate as those with large in- 
comes. 


_ While these arguments are strong, the 
‘first two are applicable mainly to the 
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very high taxes necessitated by our war 
expenditures. They would not be too sig- 
nificant if the pre-war rates were rees- 
tablished. A good case can be made out 
for a sharp reduction of corporate taxes 
after hostilities have been concluded. But 
any program to eliminate such taxes 
would inevitably arouse considerable op- 
position from other groups. It would 
seem to be far better to retain corporate 
taxes and to keep individual taxes as 
low as possible, particularly at the high- 
est brackets, which furnish most of our 
venture capital. In this regard the Twin 
Cities Plan appears to be more realistic 
than that proposed by Ruml-Sonne. 


GOVERNMENT OWNED PLANTS 


PREREQUISITE for the formula- 

tion of public policy and effective 
action is a knowledge of the facts. There 
has been much speculation concerning the 
disposition of the $15 billion investment 
in war plants and equipment owned by 
the government. The spectre of gov- 
ernment competition with private indus- 
try has loomed large. Now in a special 
report prepared for the Committee for 
Economic Development, Dr. A. D. H. 
Kaplan presents a breakdown of the 
available facilities and of the feasibility 
of their conversion to civilian use. This 
study finds that one-third of the govern- 
ment owned plants and equipment con- 
sists of facilities to make explosives, am- 
munition assembling and loading and 
other war operations which cannot be 
converted to peacetime uses. An equal 
amount has been invested in aircraft in- 
cluding airplane engines, and in ship- 
building, which may not readily be usable 
for peacetime production because of loca- 
tion and large quantities on hand. The 
balance has been in chemicals, rubbers, 
metals, machinery, and miscellaneous in- 
dustries which can be more quickly 
devoted to peacetime use. From these 
data, it is clear that we are faced, not 
with the problem of disposing of $15 
billion of war plant, but with a consider- 
ably smaller amount. The potential gov- 


ernment competition is accordingly re- 
duced. 

In evaluating the usability of this 
plant, two factors to be considered are 
the extent to which private plant expan- 
sion has had less than a normal rate of 
increase during the war years, and de- 
ferred maintenance. Total private in- 
vestment in plant and equipment was 
$6.2 billion from 1940 to 1943 as com- 
pared with $6.7 in the four years before 
the war and $9.5 billion from 1926 to 
1929. Moreover, according to the Survey 
of Current Business of the U. S. Depart- 
ment of Commerce (February 1944), de- 
ferred maintenance and replacement up 
to the end of 1943 aggregated $7 billion, 
while $6 billion may be required for nor- 
mal replacements for the transition year. 
These data give point to Dr. Kaplan’s 
conclusion that these government facil- 
ities “can satisfy only a fraction of the 
total post-war demand of industry for 
currently deferred replacement and ex- 
pansion of its plant and equipment.” 

Of course, there will not be a complete 
identity between the types of government 
owned facilities available and those re- 
quired by industry, but it is indicated 
that the scope of the problem created by 
these facilities is probably significantly 
smaller than usually believed. However, 
in some areas, for example, synthetic rub- 
ber, aluminum, magnesium, and shipping, 
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the available facilities are so much in ex- 
cess of those required to meet “normal” 
peace time demands that special problems 
will be created. 

There is certain to be considerable 
pressure from communities in which 
some plants are located, from organized 
labor, and from politicians to maintain 
many of these plants—keeping them un- 
der government ownership, if necessary, 
in order to provide jobs. Two alterna- 
tives to government operation may be 
noted. 

1. Their sale on liberal credit terms. 
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2. The use of liberal leases adjusted 
to volume to encourage experimental use 
of the facilities. 

In many communities, local syndicates 
can be formed to take over these plants 
on either of these two bases. Bankers 
can play an important role in the forma- 
tion, guidance, and financing of such syn- 
dicates. Here is an outlet for savings in 
many communities which can achieve the 
twofold objectiye of furnishing a satis- 
factory investment medium and contrib- 
uting to the preservation of the private 
enterprise system. 


THE ROAD BACK 


‘HE road back to peace time produc- 
‘| tion will be full of pitfalls which will 
delay reconversion. We will be faced 
with problems similar to those which de- 
veloped when we had to convert our econ- 
omy in order to obtain a huge flow of 
war materiel which is now being used so 
effectively upon our fighting fronts. The 
major problem once more will be TIME. 
Just as time was required to prepare for 
war, so it will be required to resume 
large scale production of civilian goods. 
The earlier we can get started in con- 
verting that part of our economy not sub- 
ject to war needs back to peace, the less 
likely are we to suffer the disaster of 
large scale post-war unemployment. 

It is because time is so important that 
the victory which Donald Nelson, W.P.B. 
chief, has just won over the Armed 
Forces and the War Manpower Commis- 
sion is of major significance. Under the 


Nelson program, a small start toward re- 
conversion is to be made at once. Alum- 
inum and magnesium which are now 
available in surplus amounts can be used 
to make civilian goods. Manufacturers 
are to be permitted to order new machine 
tools and to acquire any surplus machine 
tools that may be available. In addition, 
manufacturers are to be permitted to ob- 
tain sufficient supplies of material to 
make a working model of a civilian pro- 
duct designed for post-war production. 
The location of plants which can take ad- 
vantage of this opportunity will be con- 
fined to areas which have adequate sup- 
plies of labor available. It seems certain 
that the quantity of materials involved 
in this program will be very minute, and 
hence there will be no interference with 
the war effort. 

There has been much concern in some 
quarters that the psychological reaction 
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to any early resumption of production of 
civilian goods would be a letdown in the 
war effort. Undoubtedly, there is some 
merit to this contention. But it does not 
follow that civilian production should be 
held up completely because of this poten- 
tial danger. In the early stages of our 
war effort, many segments of our econ- 
omy were characterized by the philosophy 
of “Business as usual.” There seems to 
be some danger at the present time that 
a philosophy of “War production as 
usual” will prevail in an effort to main- 
tain employment. The recent difficulties 
which arose in connection with the can- 
cellation of the Brewster contract illus- 
trate the point. Of course, in that case 
the suddenness with which production 
was cut back played an important role 
in the well merited criticisms that de- 
veloped from labor circles. It is impor- 
tant that, wherever possible, cutbacks of 
war production should be geared in with 
expansion of civilian output. 


Obviously no major reconversion of 
our war time plant can take place until 
after the defeat of Germany. The most 
crucial period will be that prevailing be- 
tween the time when Germany is defeated 
and when the victory is finally won in 
the Pacific. Unless every minute of that 
interim period is effectively utilized to 
facilitate the shift back to civilian pro- 
duction, dislocations of men and produc- 
tion will be aggravated unnecessarily. 
The present is the time to begin planning 
for that period. The program announced 
by Mr. Nelson is a first, but important, 
step in that direction. 


ALABAMA’S 
H LARGEST BANK 


Complete Trust 
Facilities 
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TRUSTEES‘ POST-WAR ROLE 


As trustees we have both the right and 
responsibility to speak and act in behalf 
of our beneficiaries on trends involving post- 
war conditions, declared Henry A. Theis, 
president, Trust Division, American Bankers 
Association, and vice president, Guaranty 
Trust Company of New York, before the 
California Bankers Association convention. 
The interests of thousands of our customers 
are vitally affected by what the future holds 
in store in the re-employment phase of our 
post-war social economy, Mr. Theis as- 
serted. 


If business is to undertake in the post-war 
period to do the job successfully that the 
New Deal failed to do in the thirties, it 
must, according to the speaker, 


1—F ind work for discharged soldiers; 


2—Redistribute workers now engaged di- 
rectly and indirectly in war work; 


3—Find employment for the growing gener- 
ation (about 2 million per annum) as 
they come of age. 


Productivity per unit of labor has mater- 
ially increased. The 1939 national produc- 
tion, with 34 of the 45 million workers in 
industrial employment, can now be dupli- 
cated with a smaller number of employed. 
In estimating the post-war labor forces at 
52 million the element of yearly increment 
in labor population is not allowed for, to 
compensate for a larger standing army after 
the war, but the labor increment of only one 
year would possibly be sufficient to pro- 
duce such compensation, Mr. Theis said. A 
conservative estimate of the work to be 
offered to the post-war labor forces will 
have to be 45% greater than that of 1939, 
in order to provide full employment. 


There has been striking evidence in recent 
months to indicate that the public is turning 
away from the politician to the business man 
to solve the post-war employment problems. 
Mr. Theis concluded that business, before 
accepting the challenge, should insist that 
it be freed from unreasonable laws, rules, 
and regulations; capricious, contradictory, 
and incompetent administration, and espe- 
cially from the capital gains tax, which 
discourages venture capital and keeps it in 
hiding; the Wagner Labor Relations Act, 
which has proved a one-sided strait-jacket 
on management, and bureaucracy, which has 
created rule by men in place of rule by 
law. 
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FREE ENTERPRISE —ITS POST-WAR 
OPPORTUNITY 
Alice in Wonder-Land Had Nothing on Nathan Proposals 


IVAN WRIGHT 


Professor of Economics, Brooklyn College; 
Former Special Executive of the New York Stock Exchange 


N spite of the outstanding job which 

private industry has done in war pro- 
duction there are still well-meaning and 
influential authorities who would not 
trust the reconstruction and post-war era 
to private initiative and free enterprise 
in a democratic economy. 

Post-war planning activity has pro- 
vided social reformers with a new open 
season for attacks on all past economic 
experience. Proposals for the new post- 
war era are of every variety and coming 
from all sources. This is as it should be. 
Out of such a wealth of ideologies some 
worthwhile contributions may develop— 
provided we keep our heads and the gov- 
ernment rigidly hews to well-established 
spheres and proved economic policies. 


New Deal Proposal 


MONG the many American proposals 

\. for providing full employment and 
creating prosperity in the post-war era, 
that of Robert R. Nathan, chairman of 
the planning committee of the War Pro- 
duction Board, is particularly intriguing. 
His economic philosophizing embodied in 
his recently published book, “Mobilizing 
for Abundance,” recognizes many pos- 
sible causes of depression, but reasserts 
the claim that the main one is “‘over-sav- 
ing”: “The level of total production, total 
income, and total employment appears to 
be controlled more by the ability of our 
economy to absorb or offset savings than 
by any other single factor,” in his opin- 
ion. He contends that we must spend 
more for consumption and save less or 
encourage offsets to savings which will 
provide buying power for the goods and 
services produced equal to the savings. 
These offsets to savings would include: 


Credit expansion for consumption, 
Government spending, 


Social security, 

Exports on credit, and 

Spending for new productive capa- 
city. 


It is his contention, however, that “if we 
ever attain large-scale new investment 
of the magnitude which is needed to off- 
set all savings at full employment, it will 
surely bring about a distortion in the re- 
lationship between productive capacity 
and consumption, unless it is accompan- 
ied by substantial removal of old capacity 
from the market.” 


Tax to Encourage Consumption 


N order to correct this over-savings, 
Mr. Nathan would use the taxing 
power of the government: 


1. For revenue and capital assets. 

2. To bring about greater expenditures 
by individuals and less savings. 

3. So design taxes to give incentive for 
new investment. 

4. Then the taxes should be flexible and 
shifted from one type and purpose 
to.another to meet the existing eco- 
nomic conditions. 


He would have taxes fall heavily on 
savers and lightly on consumers. Taxes 
would be used as a weapon of social con- 
trol for the national welfare. Of course 
the ways and means of arriving at these 
national policies would be ‘the people’s 
needs.’ The vagueness of this procedure 
is matched only by its elusiveness. 


Other Methods to Maintain 
Consumption 


‘R. NATHAN urges increase of so- 
cial security in both scope and 
amount of benefits but would reduce the 
take from the employe, and thereby the 
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reserve. He would provide for social se- 
curity largely out of current taxes at the 
time of need. He evidently sees or fears 
the distorting effect of large social se- 
curity reserves. But the purchasing 
power of social security would be one of 
the weapons for providing additional pur- 
chasing power to offset savings. 


From time to time there is the allusion 
to consumer or instalment credits as an 
offset to savings. This is a strange idea 
for one to hold who would increase the 
consuming power of the average man— 
the costs of instalment credit clearly re- 
duce purchasing power. The present in- 
terest rates plus service charges of this 
credit cost the consumer from 12 to 60 
per cent of the retail price of goods. This 
reduces their ability to buy goods. It is 
too simple an error in arithmetic to argue 
that a consumer gains by paying $100 for 
a radio on the instalment plan which costs 
$60 in cash. Perhaps Mr. Nathan intends 
that this consumer credit will be fur- 
nished without interest or cost—maybe 
the government would pay the costs with 
taxes. 

As another means of offsetting savings 
Mr. Nathan would have the government 
set up a corporation to finance the export 
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of surplus production so that exports will 
be greater than imports. He would have 
the government absorb this credit with 
more taxes on the people who are in- 
clined to save. 


Print Paper Money 


OVERNMENT spending is the final 

cure-all to do what every other de- 
vice cannot do. “Government spending 
must therefore be a continuing device 
rather than a temporary stimulant, if 
savings are not reduced substantially.” 
There are three methods recommended 
for financing government’ spending. 
“First, the revenue can come from direct 
taxes at those income levels where large 
savings are made; second, there can be a 
continued increase in the government 
debt; and finally, there can be the print- 
ing of paper money irrespective of the 
reserve requirements.” 


To Mr. Nathan the size of the debt is 
no problem. The ability to tax people 
who save will have no end, and there 
seems to be no fear whatever on his part 
of the future chaos created by worthless 
money—history of such abortive escape 
efforts notwithstanding. 


British Anti-Deflation Policy 
R. NATHAN’S program may be 


contrasted with that which the 
British Minister of Reconstruction has 
recently released concerning the relation- 
ship between government and business 
after the war. Most of the British pro- 
posals indicate that the government anti- 
cipates the need of some control in order 
to avoid deflation and depression. This 
is particularly significant in view of the 
fact that many of the American proposals 
seemed to be for the purpose of restrain- 
ing inflation. The British plan proposes 
to use the taxing power, social security 
and the cooperation of the private capital 
markets and private enterprise to bring 
about an economy of as full employment 
and production as possible. Prices and 
wages would be held stable. The Minister 
said the government is “prepared to ac- 
cept in the future the responsibility for 
taking action at the earliest possible 
stage to arrest a threatened slump. This 
involves a new approach and a responsi- 
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bility for the state. It was at one time 
believed that every trade depression 
would automatically bring its own correc- 
tive. Experience has shown, however, 
that in modern conditions this process of 
self recovery, if effective at all, is likely 
to be extremely prolonged and to be ac- 
companied by widespread distress parti- 
cularly in a complex society like our 
home.” The leading proposals made by 
the Minister of Reconstruction are: 


1. Social Insurance. A system of flex- 
ible contributions with larger collections 
when there is little unemployment and 
prosperity and reduced contributions 
when unemployment rises, thus leaving in 
the hands of the workers more purchas- 
ing power. The savings from the pros- 
perous period will be used to tide over 
the unemployed. 

2. Taxes. In the years of prosperity 
taxation will be high and a surplus will 
be saved and credits will be refundable 
in bad times. 

3. Public Works. Public Works will be 
used to offset periods of depression. This 
program, however, by the national gov- 
ernment will be coordinated with that of 
the local authorities. 

4. Banking and the Capital Markets. 
The treasury and the banks will cooper- 
ate to influence the volume of capital ex- 
penditures by variations in the interest 
rate. 


There is nothing very radical about 
these proposals. Private industry will 
thus be encouraged to expand and con- 
tract according to the general policy of 
stabilization. Prices and wages will be 
stabilized. The aim of this program, as 
stated in the Minister’s report, is to 
“achieve both work for all and a pro- 
gressive increase in the economic effi- 
ciency of the nation as joint elements in 
a growing national policy to produce, 
earn and enjoy the fruits of increased 
well-being.” 


British Plan Encourages Savings 


NDER the British policy savings 
will be encouraged. The government 
will accept responsibility for arresting 
a slump in the immediate post-war era. 
A small staff will be responsible for keep- 
ing the government informed on econo- 
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mic trends. Industry will be asked to 
cooperate. Taxes will be higher in the 
prosperous years and a surplus saved 
and carried over to the years of need; 
social security taxes will be increased 
when there is full employment and the 
savings used for the lean years; planned 
public works will be coordinated with the 
local conditions and local authorities; and 
there will be concerted action between 
the banking and the capital markets us- 
ing the traditional tool of variation in 
the interest rates. 


Inasmuch as depression and prosperity 
are international—and even under Mr. 
Nathan’s proposals we would make large 
use of the export markets—it would seem 
that if we and the British have policies 
so diametrically opposed to each other, 
either is likely to be the major cause of 
a depression for the other or even for 
the whole commercial and _ industrial 
world. The British policy provides for 
stable prices and income, savings and 
free enterprise with the private profit 
motive encouraged, and clearly intends to 
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defend the purchasing power of the peo- 
ple’s savings and their money—not leave 
it to political influences and printing 
presses. There is no mention of paper 
money or any other proved destructive 
economic force in the British policy. 


Confidence Must Be Created 


RITISH policy is designed to main- 

tain that most productive economic 
force, CONFIDENCE, in the British 
economy and money and savings, without 
which no plan will work or have the co- 
operative support of the people. 

If the United States would return to 
full employment and prosperity after the 
war, we too must establish an overall 
policy which will give people confidence 
in the future value of their savings. It 
is important that the government have 
definite national and international eco- 
nomic policies on those matters which 
fall within the province of the national 
government. In the post-war era these 
will include in the national economy: 
money, the national debt, federal tax poli- 
cies, interstate commerce, the maintain- 
ing of freedom and equality of opportun- 
ity, and all matters which the govern- 
ment can do for the people as a whole 
that the people cannot do so well for 
themselves through their diverse organi- 
zations or individually. Foreign com- 
mercial relations include such problems 
as: foreign trade and exchange relations; 
war debt settlements, and the protection 
of American citizens in their personal 
and property rights anywhere in the 
world. 
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General Policy Required 


HE magnitude of the economic prob- 

lems is such that they cannot be 
solved by any single panacea. A general 
policy must be established into which all 
the major economic problems will be fit- 
ted and managed. The major objectives, 
if we are to have greater, or even 
stable, employment and production, must 
include: (1) Balanced costs and prices; 
(2) Non-restrictive taxes; (3) Amortiz- 


_ing National Debt; (4) Sound money and 


credit; (5) Aid to foreign countries in- 
sofar as possible to re-establish sound 
money and exchange relations with the 
dollar; (6) Encouragement. of savings, 
honest profits and free enterprise. 


The Congress should create the envir- 
onment in which such confidence would 
exist in the future opportunities in this 
country so that the people will be willing 
to shoulder the burdens created by the 
war and take the normal risks inherent 
in extra reward. If this is done em- 
ployment and production will be self-en- 
gendered as means to these ends. But 
any such schemes as using the taxing 
power as a weapon of social control and 
taking away savings from those who are 
thrifty to encourage the consumption of 
those who are not, will mean unemploy- 
ment, a flight from production and sav- 
ings, and an export of talent and capital 
from this country to environments where 
the fruits of labor and savings are more 
respected. 


Oversavings Not Cause of Depressions 


HE idea that “over-savings” causes 

depressions seems to have little mer- 
it when analyzed. If “hoarding” is meant 
the answer is that there is not enough 
hoarding to be a serious matter. Hoard- 
ing is anti-social, and from the stand- 
point of the community unproductive. 
But investing in business enterprise in 
any form where the enterprise is for pro- 
ducing goods—consumer or producer— 
and services, or for protecting the coun- 
try, is not unused savings. Savings in- 
vested in any way from insurance to tax- 
exempt government bonds, whichever 
pleases the whims of the saver, puts sav- 
ings to work or releases other savings for 
re-investment. Any of these uses of sav- 
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ings is far better than luxurious spend- 
ing. The trouble is rather that savings 
do not increase enough to provide the 
tools of production in such abundance 
that production for the markets of goods 
and services would bring down the prices 
to a level that would enable the workers 
and the savers alike to buy more goods 
for their earnings. 


Savings Are Inadequate 


NSTEAD of having a surplus of sav- 

ings after this war we will have a 
vast deficit, since we will need to replace 
wornout and outmoded peacetime capital, 
and need new capacity and new tools in 
every field from manufacturing to trans- 
portation. In addition to providing the 
savings to produce these needed tools we 
must finish paying back those who loaned 
their money to the government. The 
people have patriotically invested their 
savings and mortgaged their future sav- 
ings in debts to finance the war. It 
would be a cruel and dishonest people or 
government who would not pay these 
bonds or who would pay in dishonest 
dollars. 


It is possible that Mr. Nathan mis- 
takes the rise in bank deposits—which 
are debts created upon government debts 
—for savings. These are not savings; 
the government debts are a mortgage 
upon the future earnings of every work- 
er, and the bank deposits expanded 
against these debts can only be paid with 
what the government bonds can be sold 
for to future savers. A very large part 
of the production from these debts wil 
have been consumed or destroyed by the 
war; only a small amount of junk value 
will remain. 


Nathan Plan Will Reduce Employment 


rW HE use of the taxing power as a flex- 

ible weapon which would be shifted 
in purpose and impact from time to time 
to meet the whims of the government 
for social ideologies, would destroy con- 
fidence and capital or drive it into hid- 
ing or inte foreign countries. No other 
device, unless it would be Mr. Nathan’s 
Suggestion of printing paper money, 
would so completely bring on economic 
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chaos. Either of these two weapons, 
used by the government, or the fear of 
their use by the government, will bring 
on the very depression which Mr. Nathan 
would like to avoid by their use. 


Uncertainty of taxes, inflation of 
paper money, and the fear of government 
confiscation of savings by other means 
are the sure ways to stop savings, but 
they will also stop production and em- 
ployment. 


It would certainly be better to create 
confidence in money, savings, private pro- 
fits, new ventures or research, and there- 
by harness the productive and employ- 
ment capacity of savings to work for so- 
ciety, than to consume what we have and 
be left without adequate capital and con- 
fidence. 


Debt and Production 


“The national debt will be paid for only 
out of wealth created by future production, 
work and sweat. When the Ship of State 
sails home, she must be anchored to honest 
American money. Success cannot attend 
our planning (for international monetary 
stabilization) if the American dollar is 
missing in political action. 

“When will the mass of public, who hold 
voting control, be made to understand that 
solvency is no small matter; that it is a 
sacred thing; that it is the very corner- 
stone of the kind of government that makes 
and keeps men free? The answer is: When 
they become informed through some sort of 
nation-wide plan of economic education.” 


ORVAL W. ADAMS, former President, Ameri- 
can Bankers Assn., before Pennsylvania Bankers 
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DIGEST SECTION 


Highlights of discussions on current economic 
topics from leading publications and addresses. 


PRICE OF POST-WAR PROSPERITY 


Bankers’ Role in Correcting Economic Misconceptions 


MERLE THORPE 
Director, Cities Service Company, New York 


E can readjust our war economy 

and expand it to unprecedented pro- 
portions if we are willing to pay the 
price. We can provide the opportunity 
for work to every employable man and 
woman if we are willing to pay the price. 
We can furnish the ways and means for 
each and all to secure himself, if he 
desires it, against want and penury and 
the poorhouse, however dressed up in 
modern clothes, if we are willing to pay 
the price. 


The price is not money; it is something 
more difficult to give up than money. We 
must give up our prejudices. We must 
confess that business is not static, that 
the exchange of goods and services does 
not just happen, but is moved by the 
hated “profit”? motive. 


Prejudice Number Two, which follows 
our prejudice against profits and against 
those who use the profit motive in stim- 
ulating us to trade, is that ours is a 
mature economy, that we are finished— 
through. 


The fact is the great majority of us 
are indolent, indifferent, antagonistic to 
change, suspicious of success, fearful of 
competition. It is only by the hardest of 
hard work that a small group of exciters, 
of enterprisers, in any society, is able to 
furnish the pressure upon the rest of us 
to raise our standards of living, and, in- 
deed, to maintain them. 


Excerpts from address by the former editor of 
Nation’s Business before the District of Columbia 
Banker’s Association, June 2. 


Banking Democracy Has Worked 


HAT will be the place of banking 

in our post-war world? Will it be 
political banking or commercial banking? 
How shall the savings of the people be 
brought together? Through what agency 
shall they be put to work? By the banks 
which lend money, weighing the risks 
and hazards, bringing to the job expe- 
rience and training, or by political agen- 
cies, whose criterion is expediency? 


The tide is running strongly through- 
out the world toward political control, 
toward strong centralized government. 
The movement is away from the tradi- 
tional democratic method of “capital al- 
location” by the American banking sys- 
tem, which, before the exigencies of war, 
was slowly being replaced by a new auto- 
cratic method of allocation under political 
supervision and control. 


A Prejudice Number Three, which we 
must give up, is that government can 
promote new enterprises. 


Government takes capital where it 
finds it without the formality of issuing 
a deposit slip; or it gives its promise 
to pay in the form of a bond. No bank 
examiners shadow its doorway. It makes 
its accounting as it chooses. It allocates 
as it pleases, regardless of return on the 
investment. It lends or gives to “suit 
the needs” of the hour, or the predilec- 
tions of political officeholders. 

How has democracy in banking worked 
out in America? What is its record as 
trustee of billions of deposits? In the 
whole period from 1865 through the bank 
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holiday, the annual loss to bank deposit- 
ors was less than one-third of 1% of the 
average deposits for that period. From 
1900 to 1930, the investment and com- 
mercial banks allocated over 100 billion 
dollars for the development of new indus- 
tries, and from that allocation grew the 
eighteen great new industries which at 
the end of the period accounted for one- 
third of our total employment. 


Mark this fact: Not another one of the 
59 nations of the world during the same 
period developed a single great enter- 
prise, yet most of these nations had com- 
plete governmental control and alloca- 
tion of the people’s savings. 


Capital Allocation Not Political Field 


HE wealth this system has produced 

in the United States is the miracle of 
the ages, and, contrary to the demago- 
gues, that wealth is so widely distributed 
that the condition of the average man in 
America has attracted millions of immi- 
grants, who, strange to say, fled here to 
get away from the blessing of “capital 
allocation” by political authority. That 
is why I say the burden of proof should 
be upon those who demand a change to 
authoritarian methods. 


The limitations of political government 
in the economic field are inherent and 
quite apart from the character of its per- 
sonnel. Government is the balance wheel, 
not the source of power. It can retard, 
it can restrict, but it cannot advance. It 
can, and should, regulate. It should act 
as umpire but not throw its weight 
around as one of the players. 


Bankers Must Erase Prejudices 


S° the issue becomes clear. There is 
KJ no hope of doubling the national in- 
come, nor of increasing the standards of 
living if the allocation of capital—the 
people’s savings—is made by political 
agencies. If the banker’s place in the 
post-war world is to count ration cou- 
pons, and buy and sell government bonds, 
and maintain safe deposit boxes, the 
future is gloomy indeed. But if those 
who vociferously announce their alle- 
giance to the free enterprise system will 
demand that we return to the democratic 
handling of the people’s savings through 
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banks, life insurance companies, building 
and loan associations, then there is no 
limit to the heights America can scale. 


So, to get at your probable place in 
the post-war world is to get at the atti- 
tude of the people toward three popular 
prejudices they have held during the past 
decade. Will they believe with their 
academic mentors that business carries 
on without the driving power of a little 
group of exciters, of encouragers, of pro- 
moters, of managers? Will they give up 
the prejudice that any activity from mar- 
riage to manslaughter can be effectuated 
without the profit motive? 


And finally, will they have the under- 
standing which has been given to only a 
few peoples of the world since time began 
that they, working through the democra- 
tic channels of their banks, will make 
greater progress than if they fall for the 
blandishments of political orators, and 
turn over to political authority, through 
taxation, that part of their savings which 
should go into building wealth-producing 
enterprises as distinguished from social 
services ? 


I have never known a banker who did 
not admit that there is in this country a 
fundamental misunderstanding of bank- 
ing, of its functions, its philosophy, and 
its contribution to a free society. At the 
same time, I have found too few bankers 
who make it their first order of business 
to set about to correct that misunder- 
standing, to speak up in rebuttal, who 
consider it their responsibility to carry 
on this educational work face-to-face 
among those in their circle of influence, 
who do not claim they are too busy to 
keep before their public a constructive 
interpretation of their work. 


The great American public is today on 
the sidelines. After ten years, the people 
vaguely distrust the charlatans, are vag- 
uely conscious of benefits they have en- 
joyed under the American system of free 
enterprise. 


Give the people the facts, your em- 
ployees, your customers. Give them a 
chance to choose intelligently. Their de- 
cision will determine the banker’s place 
in our post-war world. 
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POST-WAR INFLATION 


W. RANDOLPH BURGESS 
Vice Chairman, National City Bank of New York 


S we look forward to the post-war and 
search for high level employment 
the first lesson history seems to hold for 
us is that unemployment was not so much 
the direct result of war as of the inflation 
which war caused. The brief unemploy- 
ment of 1921 was directly due to the ex- 
cesses of 1919 and 1920, the dizzy heights 
to which prices rose, the heavy accumu- 
lation of inventory and the inevitable re- 
action. Similarly, the depression of the 
early 30’s reflected throughout the world 
the excesses of the late 20’s. The depres- 
sion was a debt-paying depression, an 
atonement for economic sin. 

There are some people who try to tell us 
that the depression was caused by over-sav- 
ing. Where were they, we wonder, during 
the late twenties while all this was going 
on? For surely it was overspending and 
not over-saving that preceded the depression 
of both of 1921 and 1931-39. Evidence is 
found in the rising private debt, bank loans, 
installment credit, brokers loans; and in the 
rapid velocity of all the means of payment; 
also in rising prices of commodities, securi- 
ties, real estate, and wages. Sometime this 
had to stop; the debts had to be paid down; 
the prices had to decline; and costs of pro- 
duction had to be reduced before the goods 
could again be sold freely. 


Today the heart of the post-war problem 
is to avoid the spending spree which is the 
father of depression and unemployment; in 
other words the old familiar problem of in- 
flation. 


The basic forces which produced the in- 
flation of 1919 and 1920 are with us today, 
but raised to the nth power. Government 
deficits are much larger; the increases in 
currency and bank credit have been far 
greater. Thus a much larger purchasing 
power has. been built up at a time when pro- 
duction of consumer durable goods has been 
curtailed. Before the war’s end the deferred 
demand will be far larger. The effects of 
these forces have been suppressed by the 
system of economic controls and they will 
be more evident when the controls are re- 


From address before the New Jersey Bankers 
Assn. 


moved. We have the materials out of which 
a spending spree could be made, 


We face a double problem. First to speed 
the reconversion and release the blockade 
of regulations and penalties on enterprise so 
that production of goods may be encour- 
aged and the returning men and women may 
be put to work. Second, to avoid a spending 
spree. In this balance of forces the out- 
come will be greatly influenced by what we 
do now—while the war is still on—to lay 
the plans for solid business enterprise, and 
at the same time to keep the inflationary 
forces in check. 


William Shepherdson has been appointed 
Staff Director of the recently organized 
Post-War Small Business Credit Commis- 
sion of the American Bankers Association. 
Mr. Shepherdson has been Chief of the 
Small Business Unit of the Bureau of For- 
eign and Domestic Commerce, U. S. De- 
partment of Commerce, since December, 
1941, and more recently in charge of the 
Management Aid and Finance section. 
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25% CEILING ON FEDERAL TAXES 


From The Guaranty Survey, June 27, 1944 


HE power of the Federal Government 

to tax incomes rests upon the Six- 
teenth Amendment to the Constitution. 
It is now proposed to alter this amend- 
ment so that the maximum rate of such 
taxes shall not exceed 25%, except when 
the country is at war. Since 1936 six- 
teen States have passed resolutions me- 
morializing Congress with requests for 
the calling of a convention of represen- 
tatives of the several States to consider 
the proposed amendment. This is half 
the number of States required to invoke 
mandatory action by Congress. In sev- 
eral other States, resolutions proposing 
participation in the movement are under 
consideration. 

Too steeply graduated tax rates have 
harmful effects on the national economy. 
Even under conditions of extreme emer- 
gency, there are indefinite limits of prac- 
ticable aggregate taxation. In normal times 
such points are reached at lower rate levels. 
As these limits are approached or exceeded, 
unsought consequences not only impair the 
revenue system, from the standpoint of the 
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Treasury, but threaten far more disastrous 
effects on business, employment and national 
income. 

Undue tax concentration on the middle 
and higher brackets of income is objection- 
able because it involves an unfair distribu- 
tion of necessary fiscal burdens and _ be- 
cause it operates to destroy the incentive to 
produce and the sources of needed capital 
for investment. 

This principle applies to corporate in- 
come with perhaps even greater force than 
to individual income. Much of the new cap- 
ital flowing into business is normally de- 
rived from the undistributed earnings of 
corporations, and high tax rates on cor- 
porate earnings restrict the accumulation of 
these funds. Long continuance of present 
policies of corporate taxation would tend to 
destroy the essential bases of our system of 
free enterprise. 

Private rights pertaining to the transmis- 
sion of ownership are among the founda- 
tions of this system. The motives that im- 
pel individuals to put forth effort and incur 
risks for the sake of money gain include 
the desire for the security of families and 
the urge to promote causes and projects 
that are deemed worthy of support. Such 
desires are satisfied by means of bequests 
and donations, and the right to dispose of 
property in these ways must be reckoned 
among the most powerful incentives to en- 
terprise . It is proposed, accordingly, to ap- 
ply the 25 per cent tax limit to estates and 
gifts as well as to individual and corporate 
incomes. 

Sound business management involves a 
large amount of forward planning, and a 
ready flow of capital into investment chan- 
nels requires confidence in both the business 
and the tax outlook. The wide variations in 
income tax rates, even in times of peace, 
and the ever-present possibility of further 
broad fluctuations, have certainly interfered 
with business plans and have probably re- 
stricted the movement of capital into pro- 
ductive enterprise. 


A moderate increase in the share of the 
tax load borne by the receivers of low in- 
comes would be a small price to pay for 
the health and vitality of the industrial sys- 
tem from which all our citizens derive their 
support. No tax burden could be so great 
as the burden of industrial stagnation and 
unemployment. 
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TERMINATION PAY AND CONVERSION RESERVES 


EARLE M. SCOTT 
President, Scott Aviation Corp. 


N its effort to forestall a crop of war 

profiteers, the government has actually 
sown a crop of war orphans, especially 
among aircraft-field companies which 
have been forced to expand far beyond 
financially safe limits. These orphans 
are not, however, looking for charity, 
either for themselves or their employees; 
they do not want or expect the govern- 
ment to pay their employees a dole. But 
they do want, very much, to be permitted 
to retain enough earned profits to enable 
them to set up reserves which can be used 
to get back into peacetime production. 


Since the reconversion problem is two- 
edged, our plan calls for two separate re- 
serves: Termination pay reserves and post- 
conversion reserves. The first may be de- 
fined as a reserve which will enable us to 
give separation pay to those workers who, 
temporarily at least, cannot be continued in 
our industrial employment. 


The thinking employee—the kind we want 
to keep on our payrolls—does not want char- 
ity. He or she has saved, bought war 
bonds, paid off old debts and, perhaps, in- 
vested in a home. Such employees are in 
the best financial condition they have been 
in for years; but they are worried about 
the conversion period. This transition need 
not be disastrous for the average worker if 
the right of a company to set up adequate 
tax-free reserves is recognized now. 


Termination pay should be such that it is 
sufficient, together with the unemployment 
insurance, to allow the released employee to 
“break even” on fixed expenditures during 
the industry’s conversion period. It should, 
however, be kept low enough to prevent him 
from adding to inflationary dangers through 
addition of unwarranted purchasing power. 
And it should be low enough so it will be 
financially possible for the average small 
company to set up the funds as reserves-— 
untaxed, unrenegotiated, and allowed as cost. 


A majority of families in war production 
areas have more than one member working, 
a fact which will allow a comparatively low 
and thoroughly reasonable termination pay 
rate per employee. Nor should termination 
money be paid in a lump sum on release; 
rather it should be in semi-monthly pay- 


ments, beginning with two weeks’ termina- 
tion pay at the time of release. Thus, in 
our company, reserves were set up in 1943 
to make it possible (if these reserves are 
allowed) to provide every released employee 
with $10 per week for 9 weeks. This sup- 
plements the New York State Unemploy- 
ment Insurance Benefits of $18 per week, 
which start 2 weeks after unemployment 
begins and continue for 16 weeks. 


Covering the Employer, Too 


Termination pay, though, is but half the 
problem; it covers the employee but not the 
employer. America’s war production pro- 
gram has brought the growth of many com- 
panies whose resourcefulness, ingenuity, and 
genuine business ability entitled them to the 
belief that they are qualified for a place in 
the nation’s post-war industrial life. The 
majority of such organizations are almost 
completely devoid of reserves—cash or 
otherwise. Their earnings have been plowed 
back for inforced expansion, renegotiated, 
or taxed away to the point that setting 


aside any “seed money” has been impos- 
sible. 


But post-war America will need those 
companies; it will need them to provide 
jobs for present labor and returning service- 
men. However, it is doubtful if any appre- 
ciable amounts of capital can be attracted 
to these companies—the very ones who will 
most need capital—right after the armis- 
tice. Investment in such organizations will 
be too risky, and it is felt that such capital 
as can be attracted would, by its very 
source, restrict and hamper the bold plan- 
ning which has characterized the companies. 
This, though, would almost be worse than 
having no capital at all, for management 
must be free to plan boldly. 


Our plans consider the first two months 
after cancellation as the conversion period. 
The wages of the 40% of employees who 
will be retained as key workers can be paid 
from such meager reserves as the company 
has been allowed to set up, by the small an- 
ticipated production, and by contract can- 
cellation charges not immediately obtainable 
but immediately recoverable under V.T. loan 
agreements. The third, fourth, and fifth 
months make up the post-conversion period. 
The post-conversion reserves are in an 
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amount to provide a payroll for the 40 per- 
cent of employees for 13 wk. at 32 hr. per 
week at today’s wage scale and with salaried 
employees to be paid proportionately. 

No request has been made for reserves 
to cover purchase of materials, or to cover 
dividends, overhead, or capital investment. 
Nothing is sought but a means to insure 
wages. 

Government can be assured that such re- 
serves would be used for the purposes 
specified by having them placed in escrow, or 
otherwise earmarked. If the reserves were 


allowed and then it was later found, for 
reasons impossible to foresee now, that 
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they could not be utilized for the announced 
purpose, it should be the government’s priv- 
ilege to tax the funds, using the tax formula 
existing in the year during which the re- 
serves were set up. Such a procedure would 
prevent industry from setting up reserves 
higher than necessary and would, in effect, 
recapture the tax which might be avoided 
by setting up higher-than-necessary re- 
serves. 

Intelligent government handling of the 
reserve problem can be the biggest single 
factor in keeping unemployment at a mini- 
mum so that private enterprise can func- 
tion freely and swiftly. 


PRODUCTION TOOLS AND SAVINGS 


ENDERS M. VOORHEES 
Chairman, Finance Committee, United States Steel Corp. 


HE processes of production exist only 

for the creation of more and better 
goods. This matter of producing more 
and better goods goes to the very heart 
of our national life and intimately con- 
cerns all of us. ‘More and better” has 
lost face in recent years as being just a 
sounding off. But there is a deeper mean- 
ing which goes to the spirit of America, 
for the opposite of “more and better” is 
“less and worse.” U.S. Steel is broadly 
only a consolidation or gathering to- 
gether of the tools of production and ex- 
change. By tools of production I mean 
manufacturing plants, mines, railways, 
steamships, warehouses and the like, and 
by tools of exchange I mean such things 
as the stocks of goods needed to make the 
exchanges. These tools of production 
and exchange, sometimes called capital, 
are used in an effort to do more and to do 
it better than could the individual. 


No business corporation has any mystical 
power to operate and to hire men if it has 
no customers, nor any mystical power to 
turn out first-class, well-priced goods with 
worn-out tools or against costs beyond the 
control of management. This truth ought 
to be obvious, but apparently it is not so 
to at least some of our citizens, who hold 
the notion that a corporation has within 
itself the independent economic power to 
dictate price, quality and quantity to the 
customer and therefore the power to pay 


From statement before The National War Labor 
Board. 


taxes, wages and other costs without limit. 

We are all customers; all but a negligible 
fraction are workers and most are, directly 
or indirectly through insurance companies, 
savings funds or other groups, owners of 
the tools of production. The tools of pro- 
duction have been the great social force 
that has advanced our material well-being. 
These tools and the human ingenuity which 
directs them have enabled the worker as a 
customer to have more and better things. 

Those who provide the tools—and that 
means nearly all of us—must do so out of 
savings, and any movement—no matter how 
grandly labelled—which deprives the own- 
ers of the tools of a wage for the use of 
their tools is on all fours with conscripting 
men to work without wages. It is not with- 
out reason that in those forms of society 
where all power is lodged in the State and 
there are no individual rights, the conscrip- 
tion of property is only a stage in the con- 
scription of people. 

The Union leaders, in spite of their pro- 
testations to the contrary, are really urging 
you to grant to them the right to conscript 
the wages of the owners of the United 
States Steel Corporation, leaving to the 
owners the empty shell of legal ownership. 
These leaders do not ask that the tools 
which other people have saved for and 
bought be conveyed to them. But they do 
ask for the free use of the tools. That is 
a distinction without a difference. Some 
of the owners may be rich and some of them 
may be poor. But the financial status of 
the owners is of no moment. We are deal- 
ing with the freedom to own. That we have 
held as a primary freedom. 





CAPITAL MANAGEMENT 
POST-WAR USE OF SAVINGS—Present 
savings are being conserved for definite pre- 
determined purposes when peace returns, as 
reflected in a survey of mutual savings bank 
depositors in 17 states, by the National As- 
sociation of Mutual Savings Banks, which 
has conducted a sampling poll of depositors 
to measure the trend toward thrift, and the 
likely effects of accumulated small capital 
after the war. The survey showed the fol- 
lowing percentages: 
Saving for future needs and opportuni- 
ties—42.80 
To buy or build a home—12.67 
To refit present home with new fixtures 
and furniture—7.62 
To get married and begin housekeeping— 
6.14 
To buy a farm—2.40 
To buy a new automobile—9.00 
To establish a business—4.06 
To increase 
4.53 
To improve educational opportunities for 
children—10.78. 


insurance and annuities— 


The number of persons answering inquiries 
now employed in defense plants, represented 
27.53 percent, and the number not so em- 
ployed, 61.51 percent; remainder not reply- 
ing. 

This survey was conducted from coast to 
coast, the participating institutions having 
regular accounts that total 3,600,000, and 
deposits of $3,500,000,000, about a third of 
all mutual savings bank deposits and a 
fourth of all regular mutual accounts. 


WARTIME SAVINGS—To the policy of 
investing in Federal bonds we can give our 
unqualified approval. Yet these securities 
represent only in a small degree an addition 
to national productive capacity. The bor- 
rowed funds have been used to some extent 
to build new plants, many of which, with 
or without conversion, can be used for 
peace-time production, but the larger part 
have been spent in ways which give no ma- 
terial basis for a large national income in 
the years ahead. Mutual savings banks are 
not holding assets which in an almost auto- 
matic way will furnisn income for deposi- 
tors. The value of many of these assets 
is dependent upon the ability of the Federal 
Government to service a debt which may 
rise to a total. of, say $300 billions or more. 
If we assume for post-war years an aver- 
age interest rate of, say three per cent, and 
amortization at as low a rate as two per 
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cent, debt servicing at the outset will call 
for Federal taxes. of $15 billions a year 
plus whatever may be needed for the ordin- 
ary operating costs of the Government, per- 
haps a total of $25 billions. 


The amount of real national savings is 
far less than the total of individual savings. 
Liabilities of banks, insurance companies 
and other debtors have grown more rapid- 
ly than have additions to the productive 
capacity of the country. If these liabilities 
are to be honored there must be in the 
future a large national income from which 
the amounts called for can be met by taxa- 
tion. There are two reasons to demand 
debt in which so large a part of bank assets 
has been invested. The other is that a 
failure to impose heavy taxes increases the 
dangers of inflation. During the war, and, 
perhaps to a less degree after the war, the 
Government must secure funds. If inade- 
quate amounts are secured by taxation and 
bond purchases from real savings, the bal- 
ance will be raised by devices that mean 
open or concealed inflation. 


Ernest Minor Patterson, professor of economics, 
University of Pennsylvania, before the National 
Association of Mutual Savings Banks. 
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INDIVIDUAL’S SAVINGS—For 1944 the 
estimate of individual incomes is 153 bil- 
lions. Direct taxes will take about 21 bil- 
lions and consumer spendings 94 billions, 
leaving liquid savings of 38 billions. Insur- 
ance and the other uses mentioned above 
may absorb 10 billions, so the amount we 
can try for in the sale of Federal securities 
to individuals is 28 billions. We cannot hope 
to get it all, but it is there. That is the 
amount that will apparently go into Federal 
securities plus further increases in currency 
and checking accounts of individuals. 

Who has these liquid savings? There are 
believed to be about 67.3 million individual 
income receivers in this country who in 1944 


will receive 153 billions gross and pay about, 


21 billions in direct taxes, leaving 132 bil- 
lions of income after taxes! 


Net Income Classes 
$2,000 
Up to to Over 
Total $2,000 $5,000 $5,000 
Millions of 
Persons 67.3 489 16.7 17 
In Billions of Dollars 
Income 
Payments 
Direct taxes 
(Federal, State 


59 26 


and Local) _ 7 10 


Income after 

64 52 16 

In Dollars 
Average Net 
Income after 
Taxes $1950 $1300 $3100 $9400 

(Figures in last line rounded to nearest 

fifty dollars.) 


Those with less than $5,000 a year have 
% of the sum of individual incomes after 
taxes and those with $2,000 a year or less 
have almost half of it. 

But these figures, unless analyzed, can be 
somewhat misleading as to where the sav- 
ings are. The dollar figures are after taxes 
but before payment of living costs. Those 
with $2,000 or less have half the income— 
64 billions—but there are almost 49 million 
of them so the average income after taxes 
of the people in this group is only about 
$1,300. 

Clearly those in the higher group have 
the greater opportunity—and obligation—to 
save—and of course they are doing it. There 
is much evidence that the savings are very 
widely distributed. 

E. B. HALL before the Michigan State Bankers 

Assn. 
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EVASION MONEY — An increasingly 
large proportion of the money in circulation 
in this country consists of bills of large 
denominations (those from 50 dollars up to 
10;000 dollars). In the 10 years from 1933 
to 1943 the money in circulation was trebled 
in volume, but the proportion of large bills 
did not increase much more than that of the 
small ones until the early summer of 1943. 

The contrast has been particularly strik- 
ing in 1944. 

Students of the subject are convinced that 
a large proportion of the large bills are in 
use in the black markets, or to facilitate 
tax evasion, or for hoarding. Bank checks 
leave records which can be traced, but big 
bills passed from hand to hand leave no 
records. Our total circulation of all kinds 
of bills is nearly 21 billion dollars, and it 
may well be that something like four bil- 
lion dollars in big bills is in use in illegal 
or illegitimate ways. There are, e.g., more 
than 32 million $100 bills in circulation. 

Banks have always used a few $1,000 bills 
to help make large settlements with other 
banks, but the number of $1,000 bills in 
circulation is rapidly approaching one mil- 
lion, and no such number is used or needed 
in making inter-bank settlements. 

Business Bulletin of The Cleveland Trust Com- 
pany, July 15th. 
0 


THE LIQUIDATION OF WAR PRODUC- 
TION 


A. D. H. KAPLAN. McGraw Hill—$1.50. 


In this study, prepared under the auspices 
of the Committee for Economic Develop- 
ment, Dr. Kaplan presents a cogent analysis 
of some of the problems to be solved in the 
transition back to peace; disposal of surplus 
supplies; cancellation of war contracts; and 
disposition of war plant and equipment. The 
need for advance preparations in order to 
facilitate the transition is emphasized by 
the author as follows: “It takes time to pre- 
pare mentally as well as physically for the 
liquidation of the war effort and the job of 
reconversion. It takes time to crystallize 
public policy and to perfect the administra- 
tion that will carry it out. It takes time to 
retool, and to remove and replace war equip- 
ment; to reorganize the forces of manage- 
ment, labor, and distribution until an ade- 
quate production of peacetime goods is sub- 
stituted for the products of war. Plans for 
an orderly conversion must be made by in- 
dividuals and local groups, as well as by the 
national agencies, even while maximum ef- 
fort is being directed toward prosecution of 
the war.” 
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TRUST COMPANIES TAKE OFF THE 
HIGH HAT 


Editorial 


HE right to dispose of property, 
ye by will, was at one time con- 
fined to kings, who not infrequently 
also endeavored to dispose of other 
peoples’ property as well. Now 
there is no capable adult in this na- 
tion, or in the other countries allied 
with us in the war, who have not 
this privilege today. The democra- 
tization of this right has gone far to 
provide security for the families of 
industrious and saving men. Yet 
many do not exercise this privilege; 
some 45% die without leaving a 
will, perhaps not aware that they 
have one anyway—for the State 
writes one for them to cover just 
such cases of neglect. 

So too has the Trust Fund become 
democratized. The “For Millionaires 
Only” sign was really taken down in most 
banks at the turn of the century, though 
only recently have trust empowered 
banks made the fact known and invited 
small estate owners to use the trust as a 
means of providing lifetime protection of 
their savings and investments and subse- 
quent incomes to their families. Actual- 
ly, thousands of small accounts have been 
handled by banks and trust companies, 
for family heads, as well as the prover- 
bial “widows and orphans.” Since the 
first World War, many more thousands 
of accounts have been handled as guar- 
dianships for veterans, in cooperation 


with the Veterans Administration, and 
the same service is being given to the 
veterans of this war. 

There are estimated to be well over 
half a million beneficiaries of trust funds 
administered by some 3000 banks and 
trust companies in the United States. But 
it is surprising even to trust officers to 


Not For 
Millionaires 


Many persms have the mistaken 
idea that their estates must be large ones be- 
fore requiring the services of the Trust Com- 
pany of Georgia. The truth is a great many 
of the estates handled by the Trust Company 
of Georgia amount to no more than $50,000. 


This fact may surprise many, but it is striking 
evidence that thousands of people have found 
Trust Company service helpful, understanding 
and economical. Furthermore, the same officers 
who handle estates amounting to millions of 
dollars will handle your estate for your family 
—regardless of its size. 

Our officers will gladly explain to you how the 
Trust Company can take over for you the busi- 
ness responsibilities with which you would 
never wish to burden your wife or some other 
member of your family . . . how little Trust 
Company service costs. 

Telephone and we will gladly call at your con- 
venience. 


Reproduction of newspaper ad run by Trust 
Company of Georgia. 
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learn from recent 
surveys that more 
than half (59%) 

of all trusts are 
small and provide 
annual incomes of 
less than $1200. In 
New York state— 
home of millionaire FF 
citizens and billion- Za 
aire banks — the J 
State Banking De- J 
partment found Uy 
that 34 out of every 7] 
100 trust accounts 7 
are valued at $25,- @ 
000 or less. Or to 
take a state with §f 
mainly smaller cit- 
ies, New Hamp- 
shire, almost 40% 
of the more than 
400 trust accounts 
were set up with 
assets of $10,000 or less. 

So today we begin to see new signs in 
the big and medium banks of every state 
similar to “If You Have $10,000 You 
Have an Estate,” or “The Common Trust 
Fund is Designed for Those with Less 
than $25,000.” And a California bank 
recently opened the first Small Estates 
Department. Chartered by the states or 
Federal agency, the trust institutions 
have learned how to do business with and 
for the people—not just the “upper 
crust.” Advertisements typify this trend 
to bring the Trust to the service of the 
middle classes. Alongside of life insur- 
ance, trusteeship now takes its place as 
a flexible medium for providing private 
security. And here we find another un- 
heralded fact: the majority (80% for 
national banks) of trust business in 
agencies and trusts is set up by busi- 
ness and professional people during 
their lifetime, to give experienced and 
informed management to their savings 
and investments. With technological 
and economic changes coming at the 
rapid tempo of the present day, there is 
no vault built that can protect the value 
of the giltest-edged security, or guard 
against the termites—tax wise and other- 
wise—that erode the neglected invest- 
ment. 
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NEW Small Estates Division 


now settling estates as small as $1000 


THE COMPLETE facilities of this Bank are 
now available to those faced with the perplex- 
ing task of settling an estate of modest size. 
Through the newly-created Small Estates 
Division, we are ready to relieve you of all 
the complex and time-consuming details. 
Already, estates as small as $1000 have been 
handled. Our charge is the standard fee pro- 
vided by law. For legal work we use the skilled 
service of your own attorney. 

For complete information regarding our 
friendly, helpful service see your nearest 
Branch Manager or Trust Advisor. 

TRUST DEPARTMENT 
LARGEST TRUST BUSINESS IN THE WEST 


Reproduction of newspaper ad of Security-First National Bank 


of Los Angeles 


What makes it possible to provide this 
“deluxe service” at ready-made prices? 
Careful selectivity in accepting accounts 
and putting them in marketable form has 
played a part, along with greater effi- 
ciency of operation of the trust depart- 
ments and increase in volume. Perhaps 
the single most important step to bring 
trust service to the man on the street, 
however, is the Common Trust Fund, now 
authorized under state supervision (and 
subject to regular governmental exam- 
ination) in 23 states. The High Hat is 
out of style in family finance. Trust 
banks have their overalls on. 


On Sticking Your 
Neck Out — 


| oiiemmgra interpreted, this means 
never to take a sporting chance, never 
to promote a new idea, never to take a 
presently unpopular viewpoint—in fact, 
to sit tight in the boat and just be a fol- 
lower or sort of human caboose. 

And of course there’s only half the 
story when you mention the liability of a 
noose. The other half is the asset side, 
the possible reward of practical initia- 
tive. Let’s admit that some higher-ups 





CURRENT EVENTS 


resent suggestions, are jealous of seeing 
an associate get some limelight. Prob- 
ably they are only covering up their own 
lack of self-confidence. But any honest, 
intelligent top-kick, be he sergeant of 
Marines or president of a bank, knows 
he can’t hoe his row alone, and the real 
executive is always on the lookout for 
comers; not smart-alecks of course, but 
able cooperators. 

All private business today needs cour- 
ageous, informed spokesmen, molders of 
public opinion and leaders of men. That 
goes for bank as much as mill or mine. 
But how in the world is that top-kick to 
find good timber, if the prospects keep 
their light under a bushel? He’s busy 
with many things, has a right to expect 
that a man with ideas and convictions 
will take initiative. 

The Employee-Management Boards are 
simply a means of fostering this attitude 
and giving employees a chance to be dis- 
covered. Industrialists are learning that 
one of their chief responsibilities is to 
find and use the human assets in their 
plant—to mutual advantage. The sugges- 
tion-box system already adopted in some 
banks is a counterpart of these boards in 
such respects. Perhaps one of the best 
places to start sticking one’s neck out in 
a bank would be to study this system and 
take the case for its adoption to the boss. 

To illustrate, take a remark heard 
often at conventions: “How in the dick- 
ens did Bill T get on the program? 
I knew more about that subject in ’35 
than he does now.” Maybe, but unless 
the program committee knows it, or 
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you’re a recognized authority of parts 
and willing to stand up and “stick your 
neck out,” we’ll have to have Bill Tills. 
Then there’s the Question-box at confer- 
ences and the open floor discussion period. 
There are the trade journals—and much 
as an editor would like to. have all the 
prima donnas catalogued, he too must 
rely largely, like the bank president, on 
being met at least half-way by a show of 
initiative. Of course, there’s old Tom 
Brown who never does anything wrong; 
but his friends suspect the reason is he 
never indulges in anything more contro- 
versial than the multiplication table. A 
realistic philosopher well said: “All peo- 
ple make mistakes; big men make big 
mistakes, little men make little ones.” So 
here’s for more sticking the neck out— 
provided it is supported by a body of 
thoughtful fact or argument, and done 
with consideration. It’s often the only 
way, in this busy world, that the “king- 
makers” can find their successors, the 
people their leaders in the new times into 
which we are always moving. 


Mid-Continent Trust Conference Dates 


The fourteenth Mid-Continent Trust Con- 
ference of the Trust Division, American 
Bankers Association, will be held at the 
Drake Hotel in Chicago on November 9 and 
10, according to an announcement by deputy 
manager Merle E. Selecman. 


,, 


The Association of Life Insurance Presi- 
dents has changed its name to Life Insur- 
ance Association of America. 
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WE'RE WEALTHIER NOW 


TATISTICS are very confusing ani- 

mals, and while they serve many es- 
sential uses, are incomplete in themselves. 
They can show that everyone who has 
savings and investments—in short any- 
one who has an estate—is worse off than 
ever in our history because of taxes and 
the higher costs of doing business. It 
takes an annual income of $25,000, for 
instance, to build an estate of $50,000 
in 20 years. And yield on savings de- 
posits, new insurance policies and invest- 
ments are often half of what they were 
up to a few years ago. Risks of invest- 
ment or business loss are too frequently 
not compensated by opportunities to keep 
commensurate gains, and the cost of liv- 
ing appears to have climbed to a new 
plateau about twice the pre-war elevation. 


Every informed businessman knows 
that he can no longer expect his savings 
to do the things for him and his family 
that he used to take for granted. Princi- 
pal of his estate is decimated, in the high- 
er brackets, by federal taxation, and 
seldom will it be possible to retire or live 
on the desired basis from income alone, 
or to stretch principal over as many 
years. This is an extremely important 
consideration to his family. Like any in- 
telligent partner, it would seem to be the 
wife’s duty today to see that She is in a 
sound position to carry on the business 
of bringing up the children in case she 
is the surviving partner. 


he 


SUMMIT TRUST COMPANY 
SUMMIT, NEW JERSEY 
Established 1891 


Resources over $15,000,000 


Large enough for broad experience 
Small enough to be personal 


Member Federal Deposit Insurance Corp. 


That may look, to the uninitiated, like 
a drab picture. And to those who remain 
uninitiated it will be so, especially when 
the work-income of the breadwinner stops 
and the family is required to live on its 
accumulated estate. 


But there is another side to the picture 
not shown by statistics. It is the intelli- 
gent, planned use of those savings that 
will determine, more than anything else, 
the degree of satisfaction, or of misery, 
which they produce. Great fortunes have 
been lost for want of proper handling— 
both during and after the life of the 
maker, and the amount is no guarantee of 
security. In fact, the greater the amount, 
the greater often the danger and vulner- 
ability to attack, dissipation or loss. 


Management of money is more impor- 
tant than ever, and fortunately, to off- 
set the inroads made by taxation, low 
yields and continuing risks, there are ex- 
cellent and trustworthy facilities avail- 
able through trust departments and life 
insurance companies at nominal mana- 
gerial cost. It is not sensible that men 
who spend a life-time accumulating a re- 
serve should spend so little time and 
thought on its protection and use—now 
and for the future. In business they 
would expect to pay for management 
ability, and have definite designs for the 
use of corporate reserves. Yet in their 
personal affairs they often fail to apply 
these sound principles. Here is the sort 
of planning that all of us can do today— 
planning for our personal welfare and 
obligations. 


A few minutes spent with a trust of- 
ficer, or with a life underwriter, attorney 
or accountant familiar with the job of 
estate analysis, will result in plans for 
the protection and use of any accumulated 
estate which will make the owner and 
his family wealthier in terms of enjoy- 
ment of the fruits of his labor than the 
richest man may be without such expert 
guidance. 
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INVESTMENT LIFE INSURANCE 
ON WIFE 


HERE are many advantageous rea- 

sons for a husband to carry insurance 
on the life of his wife, which are some- 
times overlooked because of the usual 
concentration on placing insurance on the 
husband’s life. If, as is sometimes the 
case, the husband is uninsurable, the 
family may go without this necessary es- 
tate investment afforded by the institu- 
tion of life insurance. Following are some 
of the accomplishments attained by life 
insurance on a wife, which is owned and 
paid for by her husband. 

1. The proceeds of the policy are ex- 
empt from any estate or inheritance tax 
at the wife’s death. This point, of course, 
is of even greater importance in cases 
where the wife has a sizable taxable es- 
tate. 

2. At the wife’s death prior to that of 
her husband, a fixed amount of tax-free 
cash is thus available for the following 
general uses: 


(a) To improve the husband’s cash 
position while living and to liquidate 
his estate obligations at his subse- 
quent death. This strengthens current 
basic investment position and protects 
estate assets from possible sacrifice in 
falling markets. 

(b) To pay the husband a guaran- 
teed income for life with remainder 
to their children at his death. This re- 
duces investment pressure on the hus- 
band during his older years and frees 
estate capital for lifetime distribution 
for family and charitable purposes. 


3. If the husband should predecease 
his wife, his will could make a bequest of 
the policy to his children who could keep 
it in force by paying the premiums out 
of their own income. This would con- 
tinue the tax exempt status of the policy 
in the wife’s estate at her death. At such 
later time, the children could receive in- 
come from the policy, and the principal 
at stipulated ages. If there are no chil- 


dren, the wife could take over the policy 
from her husband’s estate and either con- 
tinue it in force to protect her own es- 
tate assets or convert the policy to a life 
annuity for herself. 

4. During the joint lives of husband 
and wife, it would be possible for them to 
convert the policy to provide annuity in- 
come for themselves while they are both 
living, assuming there is no greater need 
for the continuance of the policy in their 
estates for other purposes. At the time of 
conversion, the husband could deposit ad- 
ditional funds under the policy in order 
to secure a larger annuity at the favor- 
able rates guaranteed in the policy. In 
such manner, the policy becomes an irre- 
vocable option on future annuities at cur- 
rent rates. 


COORDINATING “PENSION” PLAN 
DEATH BENEFIT WITH EM- 
PLOYEE’S PERSONAL ESTATE 


ANY pension plans and other types 

of employee benefit plans estab- 
lished by employers for qualifying em- 
ployees provide for the payment of a 
death benefit to the beneficiaries of an 
employee. Under some plans this benefit 
is payable only if the employee dies while 
in the service of the company prior to 
reaching retirement age. It is also some- 
times provided that, where the employee 
retires on pension and does not outlive a 
minimum number of years following re- 
tirement, the payments will be continued 
for a fixed period to his beneficiaries. It 
is therefore essential that when an em- 
ployee plans his personal estate, he should 
take into consideration any death benefit 
to which he may be entitled under an 
employee benefit plan. 

The employee should first ascertain his 
rights regarding the designation of bene- 
ficiaries and the method of payment. If 
he has full freedom in this respect, he 
must then make his decision regarding 
the disposition of the death benefit in re- 
lation to distributive plans under the 
will, personal life insurance policies, trust 
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agreements, etc. If the employee benefit 
plan in which he participates provides 
that the death benefit is payable only to 
his wife if living, otherwise to his chil- 
dren, in a lump sum in cash, it is easy to 
see the necessity for making certain that 
his estate plan takes this into considera- 
tion. Under such a rigid type of pro- 
vision, it is sometimes possible to con- 
vince the employer that the provisions of 
the plan covering this point should be 
made more flexible. 

The two basic methods—there are oth- 
ers—under which a death benefit can be 
made payable, dependent upon the terms 
of the plan, are: 

1. Payable to the estate of the deceased 
employee to be distributed in accordance 
with the terms of the employee’s will. If 
his will creates a trust for the benefit of 
his family, the death benefit would thus 
pass into such trust. However, this would 
make the death benefit taxable in the 
employee’s estate, whereas, again depen- 
dent upon the terms of the employee 
benefit plan, it may otherwise have been 
exempt. 


2. Payable in the form of a life an- 
nuity to the deceased employee’s wife, 
with any refund portion of: the annuity 
being payable to the employee’s children 
in the event of his wife’s premature 
death. Under this method the payments 
would be made to the employee’s wife 
directly from the pension trust or by a 
life insurance company underwriting the 
plan. The death benefit would not, there- 
fore, pass under the will of the employee. 
It has been ruled that if the deceased em- 
ployee “had no contractual or vested right 
in the death benefit during his lifetime” 
the amount of the death benefit will not 
be taxed in his estate. Hence this tax 
point must be studied in relation to the 
terms of the plan in which the employee 
participates. 


If it is possible for an employee to 
make his death benefit payable to his wife 
in the form of a life annuity, then it may 
be desirable for him to rearrange some 
of his personal life insurance policies to 
fulfill other needs in his estate. Consid- 
erable caution, however, must be exer- 
cised when coordinating a death benefit 
under a “pension” plan with the personal 
estate of the employee. Under some 
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plans, the death benefit may be forfeited 
under certain conditions, and if the em- 
ployee severs his employment prior to re- 
tirement age, he may not be able to take 
with him the insurance policy providing 
the death benefit. And his new employer 
may not have any benefit system in force. 
Consequently, it would not represent 
sound practice for an employee to sur- 
render personal life insurance policies or 
refrain from investing in them merely 
because a death benefit is available under 
the employee benefit plan. If he should 
take such action, he may find some day 
upon leaving his present employer that he 
is no longer insurable and cannot pro- 
vide adequate protection for his wife and 
family. 

There is also the matter of determining 
the size of the death benefit. Some plans 
provide a pre-established death benefit of 
fixed and constant size. Other plans, 
however, provide a death benefit which 
may increase with the length of member- 
ship in the plan, such as in a profit-shar- 
ing trust. 

In view of the foregoing, it is essential 
that complete information be made avail- 
able to employees regarding their rights 
and interests under an employee benefit 
system. Other types of benefits, such as 
retirement income, disability, sickness 
and severance benefits, should also be co- 
ordinated with the. personal family 
finances of the participating employee. 


REAL ESTATE LOSSES AND TAX 
COMPLEXITIES 


ONSIDERABLE real estate, ac- 
quired by individuals some years ago 
at prices far in excess of today’s values, 
continues to be carried on the books of 
the investor. Such property represents 
cases of loss incurred but not yet taken. 
It is human nature, of course, to hang- 
on, hoping that values will come back, 
but the realistic approach dictates that 
the loss is already there. Values do come 
back, but the chances of an appreciation 
in value of one piece of property as 
against another, may be far different. 
The Revenue Act of 1942 added a few 
words to Section 117(a) (1) of the In- 
ternal Revenue Code that place certain 
qualifying individual owners of real es- 
tate in a position to recapture a good part 
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of their real estate losses out of savings 
in income taxes, not applicable, however, 
to personal residences. This amendment 
to the tax law eliminated from the classi- 
fication of capital assets “real property 
used in the trade or business of the tax- 
payer.” Therefore, a taxpayer who can 
establish his real estate holdings as a 
“trade or business” may deduct his entire 
loss in full against his taxable income 
from all sources, rather than being sub- 
ject to the “capital asset” limitation 
where under losses can be taken only 
against capital gains, with only $1,000 
of any net loss being deductible from 
other income. 


On the question of trade or business, 
the Commissioner has ruled as follows: 


“1. The sale of property not used in 
taxpayer’s trade or business, but ac- 
quired for income-producing purposes 
and used for that purpose until date of 
sale, constitutes the sale of a capital 
asset. 


2. Whether or not rental property 
owned by an individual taxpayer is a 
capital asset depends upon whether rent- 


ing property constitutes a trade or busi- 


ness. To determine whether the activi- 
ties of a taxpayer amount to a trade or 
business requires an examination of the 
facts in each case. 

3. The Bureau holds that the renting 
of a single piece of real estate does not 
necessarily constitute a trade or business. 


4. A taxpayer is entitled to a reason- 
able allowance for exhaustion, wear and 
tear, of depreciable property used in a 
trade or business, or held for the produc- 
tion of income, regardless of the amount 
of time devoted to its management. 


5. All authorized activities of a corpo- 
ration constitute its trade or business.” 


If a taxpayer establishes a loss in real 
estate under the foregoing circumstances, 
such loss, if large enough, could operate 
to reduce the taxpayer’s income from 
other sources to zero, with the result that 
in the year the property is sold the tax- 
payer would pay no income taxes on any 
of his income. Where the real estate loss 
exceeds the taxpayer’s income from all 
sources, there is another provision of the 
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Internal Revenue Code which might al- 
low him to carry such excess loss back 
two years to secure refunds for income 
taxes paid during such previous years, 
with a further carry-over, if any excess 
loss still remains, for application against 
taxable income in two subsequent years. 


Prior to taking any action on this mat- 
ter, it is essential that taxpayers secure 
competent advice from their personal at- 
torneys and accountants. The subject 
matter calls for careful analysis and in- 
terpretation and is presented here pri- 
marily as another illustration of the 
complexity of our tax laws and of hidden 
advantages to the taxpayer contained 
therein. Taxpayers must be extremely 
alert if they are not to over-pay their 
taxes. 
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Cheap Money Policy 


HE regime of cheap money has be- 

come so much established and its fis- 
cal advantages are so obvious that it 
seems almost churlish to question it as an 
unmixed blessing if extended beyond the 
duration of the war. As a means of off- 
setting the tendency towards inflationary 
booms, however, flexibility of interest 
rates cannot be brushed aside. 

The House of Commons is debating a 
White Paper on Employment, and much 
hope is centered upon the efficacy of 
scientific control of public works outlay 
as a method of keeping employment on 
an even keel. Employment policy, in the 
forefront of political thought, is a mat- 
ter which no Government should, nor in- 
deed can afford to, ignore. 

Nevertheless, the reverse side of the 
medal after so many years of rigid con- 
trol will become apparent at the conclu- 
sion of hostilities. Oscar R. Hobson, a 
well known economist, writing in the 
News Chronicle on June 23rd, draws at- 
tention to one effect of cheap money in 
connection with the building of hydro- 
electric stations in the Highlands. These 


schemes will produce about 200,000 kilo- 
watts at a cost in the neighborhood of 
£10 million, to which must be added an- 
other £3 million for transmission or about 
£65 per kilowatt. Mr. Hobson relates the 
high cost of construction very largely to 
the rate of interest (which has fallen in 
12 years from 5 to 3 per cent) and argues 
that employment will not benefit as com- 
pared with the alternative method of 
steam generating stations, on the as- 
sumption that coal would be available at 
prices far lower than at existing rates. 


The problem of interest to those con- 
cerned with the safety and preservation 
of capital is: how far will labor costs be 
reduced in terms of money when the de- 
flationary movement begins to operate, 
as some day it must, on a rise in money 
rates in a freer economy. 

In such circumstances, there must 
necessarily be an increase in the value of 
wages and fixed incomes generally in real 
terms. But it has often been observed 
that the workman attaches more impor- 
tance to his money wage than to safe- 
guarding its purchasing power. Hence 2 
downward adjustment of money wages 
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will not appear compensated by increase 
_in real value. 


Post-War Problems 


On the whole it would seem that the 
White Paper on the Government’s Em- 
ployment Policy has been an encourage- 
ment to investors who regard it as hold- 
ing out hopes of steady and expanding 
trade. Emphasis is given to the fact 
that severe unemployment and business 
losses usually coincide. And if reason- 
ably full employment can be maintained, 
business losses decrease, since manufac- 
turers can plan and work with greater 
certainty and efficiency. 


Nevertheless, there are qualifications 
to the above line of thought. Business 
prosperity will depend far more on effi- 
ciency than it did in the past and no en- 
couragement can be looked for by the 
backward, inefficient company. Further, 
investors may easily overlook the ques- 
tion of duration and difficulties of the 
post-war transition period. Three of 
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these difficulties, set out in the White 
Paper, may be touched on: 


(1) The change-over of individual in- 
dustries and factories in Britain 
from war to peace production may 
cause temporary patches of un- 
employment, in order to avoid 
temporary losses of earnings at a 
time when businesses will have to 
draw on their liquid reserves for 
reconstruction purposes. 


Shortages of goods will persist 
for some time after the war and 
controls must be maintained if in- 
flation is to be avoided. 


) Production may be diverted in 
many cases to requirements that 
may prove to be uneconomic or so- 
cially undesirable. 


High Prices of Equities 


Apprehension on the London market 
that the second front might have the 
effect of a marking down in values has 
proved to be ill-founded; in fact there 
was not even a minor scale reaction. 
Stock Exchange quotations were fully 
sustained and indeed the upward move- 
ment in progress before the invasion has 
been resumed; the volume of invest- 
ment business has tended to increase, and 
on June 13th the figure was 8,465, the 
highest on record since November 1942. 
Equities had a major share in this activ- 
ity and an authoritative Ordinary share 
index showed a rise of 0.4 to 112.7, the 
highest since 1937. 


Control of Stock Dealings 


Early in the month, the Bank of Eng- 
land announced to various financial bod- 
ies—which might want to purchase 
blocks of securities—an informal agree- 
ment under which they would undertake 
not to deal in securities placed with them 
privately. This will check the growth 
of a “grey” market in securities. 

This request on the part of the Treas- 
ury, made through the Bank of England, 
was designed to prevent these associa- 
tions from such “placings” without vol- 
untarily referring them to the Capital 
Issues Committee. 


The Government’s action in this case 
is merely a variant of methods which 
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were in use for seven years before the 
war, for no issue of capital, which for one 
reason or another is not covered by the 
Capital Issues Committee’s control, may 
be dealt in on the Stock Exchange with- 
out official permission. But “placings” 
by outside parties of stocks officially 
existing but held in close hands, not being 
“new” capital in a strict~ sense, lie dut- 
side the Capital Issues Committee’s do- 
main. The new proposals, still under 
discussion, merely seek to control such 
dealings. 


Production of Civilian Goods 


Readers of Trusts and Estates may be 
interested to note reference to the ar- 
ticle “Conversion to Civilian Production,” 
which appeared in the January 1944 
number (pp. 8 and 9), on the part of the 
President of the Board of Trade in the 
British House of Commons on June 20th. 
Mr. Dalton stated that, according to his 
information, the demand for labor is not 
decreasing in the United States. His 
reply was made in an answer to Sir Her- 
bert Williams, member for South Croy- 
don, from whom he had received a copy 
of the magazine. The article stated evi- 
dence of current tendencies to switch 
labor from war to civilian production in 
the United States. Sir Herbert Williams 
is a distinguished electrical engineer and 
economist. It is gratifying to report that 
Trusts and Estates is read by our mem- 
bers of Parliament in England as well 
as by Congressmen in the United States. 


Trustee Gets Yacht 


The Public Trustee for Ontario will have 
an ocean-going yacht on his hands very 
soon. He is already administering a couple 
of restaurants, a printing business, a shoe 
repair shop, a lumber company and other 
miscellaneous business ventures, according 
to a story by Ralph Hyman in the May 
17 issue of The Globe and Mail of Toronto. 
Describing the activities of the office, head- 
el by Armand Racine, the account states 
that it administers some 8,000 estates, with 
acsets aggregating about $11,000,000. 


The November 1940 issue of Trusts and 
Estates carried an article by George F. 
Adams on the functions of the Public Trus- 
tee, 


Oregon Trust Funds Up 


The ten trust institutions in Oregon — 
including national banks—were on Decem-. 
ber 31, 1948, administering trust assets 
totalling $92,732,174, according to the re- 
cent annual report of the State Banking 
Department. This figure represents a two- 
year gain of $9,535,087. Court trusts ac- 
counted for $11,148,148; personal trusts, 
$66,533,560; corporate trusts, $6,658,304. 
The summary of gross earnings for all 
banks shows trust departments at $61,584. 


——_—_——0 


Illinois Trusts Over 5 Billion 


Funds held in fiduciary capacities by 135 
state and national banks and trust compan- 
ies in Illinois amounted to $5,038,321,089 at 
the close of business December 31, 1943, ac- 
cording to the recent annual report of the 
auditor of public accounts. This amount 
represents 59,361 accounts. Chicago insti- 
tutions of course held the great bulk of the 
assets, 9 state banks having $1,099,385,600, 
13 national banks $3,680,185,264, and 4 trust 
companies almost $100,000,000. 
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Where There’s A 


HE will of Frank Knox, late Secre- 

tary of the Navy, named Annie Reid 
Knox, Holman D. Pettibone (president 
of Chicago Title & Trust Co.) and Laird 
Bell as executors. The estate, estimated 
at $2,000,000, is left to Mrs. Knox, in- 
cluding Colonel Knox’s interest in The 
Chicago Daily News, Inc., of which he 
was publisher. The executors are given 
discretion to dispose of that interest as 
may be “most desirable from the point of 
view of the residuary legatee” (Mrs. 
Knox) “and further from the point of 
view of insuring to the Chicago Daily 
News, Inc., continuation of a manage- 
ment preserving the character and tradi- 
tions of the newspaper which it publish- 
es.”” Stock of the Union-Leader Publish- 
ing Company of Manchester, N. H., is 
left in trust with Mrs. Knox for her 
benefit during her lifetime... 


Frank J. Hogan, former president of 
the American Bar Association, appoint- 
ed The Riggs National Bank of Washing- 
ton, D. C., as executor and trustee under 
his will. Mr. Hogan was reputed to have 
won every fraud, collusion or conspiracy 
case in which he appeared, the most 
prominent being the Doheny oil case for 
which it was reported he received a fee 
of $1,000,000 . . . Simon W. Straus, head 
of the mortgage bond investment house 
of S. W. Straus & Co., left a gross estate 
of $7,531,478 upon his death in 1930. 
This was reduced by debts and admin- 
istration expenses to $4,738,091, accord- 
ing to a recent transfer tax appraisal. 
The Continental Bank & Trust Company 
of New York is one of the executors of 
the will... 


HE unquestioned public relations 

value of a bank officer’s naming his 
own institution in his will is further 
demonstrated in the case of the late Nor- 
man L. Noteman, a director and vice 
president of the First National Bank of 
New Rochelle, N. Y. The local “Stand- 
ard-Star” in an editorial commented that 
“Mr. Noteman showed his confidence and 
faith in the banking institution he helped 
to found by appointing (it) as the trus- 
tee of the fund”—a trust of approximate- 


Wee. ss 


ly $500,000 for the benefit of the New 
Rochelle Hospital. “Despite his wide- 
spread financial connections, he chose the 
bank of his home town...” The will 
also names the bank as executor “in every 
jurisdiction except Florida,” where the 
widow will act because of Florida’s laws. 
It requires that the executor and trustee 
in New York shall always be a bank or 
trust company. The fiduciary must se- 
cure the advice of a committee of five 
named persons on all matters of general 
policy relating to the administration of 
the estate and trust. Mr. Noteman set 
forth an investment formula developed 
as a result of his long experience in the 
stock market... 


A most unusual method of selecting 
fiduciaries was chosen by Edward Pen- 
nington Pearson, who recently left a for- 
tune estimated at $15,000,000, accumu- 
lated by estate management. His will 
names no executor, but in the first of 
eight codicils he listed six New York City 
banks, and provided that the first to ac- 
cept compensation provisions set forth 
therein would be appointed. The banks 
were to have the opportunity to accept in 
the order named. City Bank Farmers 
Trust Company, the first named, qualified 
under the conditions, both as fiduciary 
under the will and as successor trustee of 
a trust which Mr. Pearson was admin- 
istering. Each of the other codicils 
created trusts of sums ranging from 
$50,000 to $200,000... 


HE will of Ernest Woodruff, retired 

Atlanta business leader, bequeaths 
the bulk of his estate, believed to 
amount to several million dollars, to 
charitable purposes through the Emily 
and Ernest Woodruff Foundation, char- 
tered in 1938. ‘My three sons,” the will 
stated, “personally expressed to me the 
wish that I leave my estate to the Emily 
and Ernest Woodruff Foundation as a 
memorial to their mother rather than to 
bequeath any part of it to them.” 


Mr. Woodruff instructed his sons to 
divide his personal effects among them- 
selves. Bequests to three granddaugh- 
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ters and to his two daughters-in-law to- 
talled 500 shares of common stock of 
the Coca Cola Company. Apart from 
remembrances to household servants, 
gifts to upwards of 40 relatives, per- 
sonal friends, and business associates 
ranged from $500 to $3,000 and aggre- 
gated $47,500. Shares of Coca Cola com- 
mon stock were also bequeathed to The 
First Presbyterian Church of Atlanta, 
Emory University, Crawford W. Long 
Hospital, and Agnes Scott College. The 
will names as executor The Trust Com- 
pany of Georgia, of which Mr. Wood- 
ruff has been president for many years 
and a director at the time of his death. 
The trustees of the Foundation are 
Thomas K. Glenn, John A. Sibley, Rob- 
ert W. Woodruff, George W. Woodruff, 
Dameron Black and Robert Strickland, 
president of the Trust Company of 


Georgia. 


New Life Insurance Up 9.8% 


New life insurance for the first six months 
of this year was 9.8% more than for the 
corresponding period of 1943. For June, 
the amount was 9.1% more than for June of 
last year. These facts are shown in a state- 
ment forwarded by The Association of Life 
Insurance Presidents to the United States 
Department of Commerce. 





tional, civic and professional leaders. 
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Peoples-Pittsburgh Common 
Fund Earns $4.02 


Common Trust Fund-A of Peoples-Pitts- 
burgh Trust Company began its fifth year 
of operation on June 10 with 388 partici- 
pants and a principal of $4,425,545, com- 
pared with 23 participants and a $100,000 
principal four years ago, according to J. O. 
Miller, Acting President. This Fund was 
the first in Pittsburgh and second to be 
established in Pennsylvania. 

The original 23 participating trusts were 
still participants as of the fiscal year-end. 
Of the 388 trusts with an interest in the Fund 
on the latter date, 269 were in existence 
when the Fund was established, June 10, 
1940. 


In 1943, the Fund earned $4.02 per unit 
or a yield of 3.70% of the average valve of 
each unit during the year. The principal 
value of each unit on June 10, 1944, was 
$108.93, only eight cents less than the four 
year high. Average annual rate of return 
based on the four year average value of 
units amounts to 3.61%. 

At the end of the fourth year, the largest 
investment in the securities of any one cor- 
poration, exclusive of United States gov- 
ernment obligations, represented 2% of the 
Fund. Investments were distributed as fol- 
lows: bonds 58.9%, common stocks 31.4%, 
FHA mortgages 7.7%, cash 2.0%. 





“Citizens Forum,” a 

P radio program sponsored 
| by Citizens National Trust 
*& Savings Bank of Los 
Angeles, is dedicated to 
the citizens of Los Angeles 
and the Southern Cali- 
fornia area in the inter- 
ests of winning the war 
and winning the peace. 
Each Thursday evening at 
9:30 subjects of vital in- 
terest—local, national and 
international—are discuss- 
ed by Southern California 
business, industrial, educa- 


Permanent moderator of the forum is Dr. Wallace 


Sterling, professor of Modern History, California Institute of Technology and CBS 


News Analyst. 


Each forum consists of four authorities on the subject to be discussed 
and is completely unrehearsed and spontaneous. 


The accompanying photograph shows 


the participants at the session on “Will Los Angeles Become the World’s Style Cen- 


tre?” 


Left to right: Howard Greer, stylist; Julian N. Cole, vice president, Brownstein- 


Lewis Co.; Dr. Sterling; Marilyn Pembroke, fashion editor, Los Angeles Shopping 


News; and Rene Hubert, designer, 20th-Century Fox studios. 


Standing is John R. 


Christie, director of advertising and public relations for the bank. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Long Beach—Roy L. Elgin was appointed 
assistant trust officer of the local branch of 
BANK OF AMERICA N. T. & S. A. 


Oakland—C. R. Cortsen was appointed 
assistant trust officer of the main local 
branch of the BANK OF AMERICA N. T. 
& S. A. 


San Francisco—William M. Hale, vice 
president of the Federal Reserve Bank, has 
become execu- 
tive president 
of AMERI- 
CAN TRUST 
COMPANY on 
August 1. This 
600 million dol- 
lar bank, which 
this year cele- 
brated its 90th 
anniversary, 
has numerous 
offices serving 
the San Fran- 
cisco Bay area 
and contiguous 
parts of North- 
ern California. WILLIAM M. HALE 


FLORIDA 


Palm Beach—George S. Ross was elected 
vice president and manager of the new 
business department of the FIRST NA- 
TIONAL BANK. Mr. Ross was formerly 
with the Chesapeake and Ohio Railroad in 
Cleveland. 


ILLINOIS 


Aurora—Glen E. Mason has been appoint- 
ed manager of the newly created farm man- 
agement and servicing department of MER- 
CHANTS NATIONAL BANK, better to 
serve the bank’s trust and farm customers. 


Chicago—Daniel F. Sullivan, in charge of 
the Stock Transfer Department of CHICA- 
GO TITLE AND TRUST CO., and Edward 
EK. Longbons, in charge of the Department 
of Note Certification and Release, were ap- 
pointed assistant secretaries of the com- 
pany. 


IOWA 


Muscatine—B. P. Olsen, assistant cash- 
ier of MUSCATINE BANK & TRUST 


CO., was also appointed as trust officer, to 
succeed the late William F. Siemers. 


KENTUCKY 


Ashland—J. T. Diederich was elected exe- 
cutive vice president of the THIRD NA- 
TIONAL BANK, taking over the duties of 
J. W. Woods, Jr., president, who has joined 
the U. S. Army. Mr. Diederich is an attor- 
ney. and has been a member of the bank’s 
board of directors for over 12 years. 


Louisville—Leonard C. Smith has been 
elected vice president of the LIBERTY 
NATIONAL BANK. Mr. Smith resigned 
May 1 as State Director of Banking. 


MASSACHUSETTS 


Lowell — Homer W. Bourgeois advanced 
from executive vice president to president 
of UNION NATIONAL BANK; William 
G. Spence named as chairman. 


NEW JERSEY 


Roselle Park—Percy H. Bennion, former 
vice president of the First National Bank, 
has been appointed assistant secretary, 
treasurer and trust officer of the ROSELLE 
PARK TRUST COMPANY. 


NEW YORK | 


Albany—Addison Keim has resigned as 
president of the FIRST TRUST CO. to ac- 
cept the presidency of the ALBANY EX- 
CHANGE SAVINGS BANK, succeeding the 
late Martin T. Nachtmann. He will remain 
as director and member of the executive 
committee of the First Trust, which insti- 
tution he has served for over 37 years. 


Hempstead — SECOND NATIONAL 
BANK & TRUST CO. elected Raymond W. 
Oakes executive vice president and trust 
officer. 


New York—Charles D. Deyo, vice pres- 
ident, has been appointed chairman of the 
trust committee of the COLONIAL TRUST 
co. 


NORTH CAROLINA 


Durham—Frank D. Bozarth was recently 
promoted to vice president and trust officer 
of the DURHAM BANK & TRUST CO. Mr. 
Bozarth is a member of the Bars of Georgia, 
Florida and North Carolina, director of the 
Durham Foundation, the Durham Hosiery 
Mills, and the Durham Bank & Trust Co. 
He is now State Vice President of the Amer- 
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ican Bankers Association Trust Division. 
Joseph C. Webb, now on leave in the Armed 
Forces, was advanced from assistant trust 
officer to associate trust officer; Miss Cath- 
erine Paschal, member of the North Caro- 
lina Bar and formerly with the State Re- 
codification Commission, was made assistant 
trust officer. 


OHIO 


Cincinnati—-CENTRAL TRUST CO. elect- 
ed Halsey G. Bechtel, Jr., as assistant trust 
officer. Mr. Bechtel was formerly senior 
trust administrator of the Chemical Bank 
& Trust Co., New York City. 


OKLAHOMA 


Tulsa—A. P. Wright, vice president and 
director of the NATIONAL BANK OF 
COMMERCE, was elected to the new posi- 
tion of executive vice president. 


PENNSYLVANIA 


Bellevue—Samuel H. Garvin resigned as 
trust officer, assistant secretary and treas- 
urer of the BELLEVUE SAVINGS & 
TRUST CO., and is now associated with the 
Tracey Co., Pittsburgh manufacturers. 

Philadelphia — Robert E. Towey has been 
appointed trust officer of the TRADES- 
MENS NATIONAL BANK & TRUST CO. 
Mr. Towey was recently trust officer of Old 
National Bank at Evansville, Ind., and prior 
to that was with the Seaboard National 
Bank of New York and the Lincoln-Alliance 
Bank & Trust Co., Rochester, N. Y. 


TEXAS 


San Antonio — ALAMO NATIONAL 
BANK announced the following promotions: 


Charles T. O’Neill, vice president and 
trust officer, National Bank & Trust Co., 
Charlottesville, who was recently elected 
president by the Virginia Bankers Assn. 
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W. E. McKenzie, formerly cashier of W. 
L. Moody & Co. of Galveston, elected vice 
president; Ernest L. Brown, from vice pres- 
ident to executive vice president; J. O. Mc. 
Casskill, vice president to first vice presi- 
dent; W. C. Herpel, cashier to vice pres- 
ident; Robert H. Walker, an attorney, trust 
officer. 

Tyler — PEOPLES NATIONAL BANK 
has promoted John M. Stephens, formerly 
acting vice president, to executive vice pres- 
ident and Wilton J. Daniel, formerly cash- 
ier and trust officer, to vice president in 
charge of the trust department. 


VIRGINIA 


Norfolk—Robert S. Davis, assistant trust 
officer of Lincoln-Alliance Bank & Trust 
Co., Rochester, N. Y., has been elected trust 
officer of the NATIONAL BANK OF COM- 
MERCE. Edwin R. MacKethan has been 
promoted to trust officer. 
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TRUST INSTITUTION BRIEFS 


Middletown, Conn.—Merger of the CEN- 
TRAL NATIONAL BANK and the MID- 
DLETOWN TRUST CO., its affiliate, was 
approved at meetings of the shareholders 
of the two companies. 


Wilmington, Del—An agreement where- 


MORRIS PLAN 


by the WILMINGTON 





Richard W. Hill, secretary of the Amer- 
ican Bankers Association, who will retire 
on August 31, after twenty-eight years of 
service with the association. Mr. Hill is 
registrar of the Graduate School of Banking 
conducted by the association at Rutgers 
University and is an officer of the American 
Institute of Banking. 
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BANK will become a part of the EQUIT- 
ABLE TRUST CO. has been announced by 
John B. Jessup, president of Equitable. 


Ft. Lauderdale, Fla—W. W. McEachern, 
heretofore president of the Union Trust Co. 
at St. Petersburg, has purchased control of 
the BARNETT NATIONAL BANK OF 
FORT LAUDERDALE. The name has 
been changed to “First National Bank in 
Fort Lauderdale,” and Mr. McEachern was 
elected president. D. M. Barnett will con- 
tinue to serve as chairman of the board of 
the First National and there will be no other 
changes in officers or employees. Mr. Mc- 
Eachern was president of the Union Trust 
since its organization, becoming the young- 
est bank president in the United States; 
he is a past president of the Florida 
Bankers Association and is now serving as 
chairman of the Trust Division. He has been 
State Chairman of the War Finance Com- 
mittee. 


Pensacola, Fla.—The AMERICAN NA- 
TIONAL BANK has been acquired by the 
Alfred I. duPont estate, controlling factor 
in the Florida National Group banks, it was 
announced by Edward Ball, a trustee of 
the duPont estate. This- raises to 15 the 


number of banks either acquired or organ- 
ized by the estate over a period of 14 years. 


Chicago, IIlL—EAST SIDE TRUST & 
SAVINGS BANK has changed its title to 
SOUTH SIDE BANK & TRUST CO., also 
changing its location to 47th Street and 
Cottage Grove Avenue. 


Frankfort, Ky.—Hillard H. Smith, at- 
torney, and vice president of the BANK OF 
HINDMAN, was appointed State Banking 
Director, succeeding Leonard C. Smith. 


New York, N. Y.—Hugh R. McGee, vice 
president of Bankers Trust Co., has been 
elected chairman of the national financial 
advisory committee of the Committee for 
Economic Development, to provide advice 
and assistance to medium and small bus- 
iness men in meeting special problems of 
financing reconversion and post-war ex- 
pansion, 


New York, N. Y.—Anne Mendel, Librarian 
of BANK OF THE MANHATTAN CO., was 
elected Chairman of the Financial Group of 
the Special Libraries Association, succeeding 
Ruth Miller, Librarian, CENTRAL HAN- 
OVER BANK AND TRUST CO. 
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New York, N. Y.—On July 8th, P. C. 
Robertson, vice president of TITLE GUAR- 
ANTEE AND TRUST CO., commemorated 
50 years of service with that institution. 
In 1918 Mr. Robertson became assistant 
trust officer; he rose to vice president in 
1937. 


Philadelphia, Pa.—An unusual step was 
taken by THE PHILADELPHIA NATION- 
AL BANK, oldest and largest bank in Penn- 
sylvania, when the board of directors an- 
nounced it had voted to write down the val- 
ue of bank buildings from $2,200,00 to $1. 
Directors also authorized an increase of 
$7,000,000 in the surplus of the bank, raising 
this account 33% from $21,000,000. 





The National Commercial Bank and Trust 
Company of Albany, N. Y., has established 
a sun deck on the roof of the banking in- 
stitution which employees are invited to use 
at least 15 minutes a day as part of a 
health program. 


Establishment of the sun deck is a logical 


outgrowth of the bank’s general plan of . 


looking out for the health of its employees. 
For the past four winters, the bank has pro- 
vided vitamin pills for all members of the 
staff who wished them. A vitamin pill a day 
was distributed to each worker following 
the program in the period from October to 
April. Use of the pills has reduced absen- 
teeism and colds, and proved of material 
aid in maintaining banking operations. 





IN MEMORIAM 


WALTER J. OLIVER, trust officer of the 
First National Bank of Washington, N. J., 
former member of the Common Council and 
Board of Education. 


ERNEST WOODRUFF, a director and 
former president and chairman of the board 
of the Trust Co. of Georgia; with a group 
of associates helped develop the Coca-Cola 
Co., of which he was a director and member 
of the executive committee until his retire- 
ment several years ago. 


HARRISON B. RILEY, former president 
and chairman of the board of the Chicago 
Title and Trust Co., an originator of the 
title guaranty system. 


CHARLES M. MORRIS, vice president of 
the First Wisconsin Trust Co., Milwaukee; 
formerly attorney for the Wisconsin Cen- 
tral Railway Company. 


JOHN VILLIERS FARWELL, Chicago 
banker, merchant, city planner, and one of 
the organizers of the largest ranch in the 
country, the XIT. 
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JAMES H. McBIRNEY, president and 
former chairman of the board of the Na- 
tional Bank of Commerce of Tulsa, Okla- 
homa, which he founded and had been at the 
head of for more than 40 years. 


GEORGE WILSHIRE, advertising man- 
ager of the First National Bank & Trust 
Company, New Haven, Conn. 


C. N. BASSETT, chairman of the board 
of the State National Bank, El] Paso, Texas. 


STANLEY D. WILLIS, trust officer and 
a director of the National Metropolitan 
Bank, Washington, D. C. 


WILLIAM T. LODGE, president of the 
First National Bank in Montgomery, N. Y. 


DONALD SYMINGTON, former presi- 
dent of the Baltimore Trust Co., died on 
May 22. He was 61 years old. 


ROBERT N. SIMS, former State Banking 
Commissioner and president of the Louis- 
iana Bankers Assn., died on May 19 at 
the age of 73. 
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Investment Bankers Education 
Program 


To attract good men to careers in invest- 
ment banking, and _ provide professional 
training to raise the standards and effec- 
tiveness of the system of private security 
distribution and marketing, the Investment 
Bankers Association has approved a plan 
embracing employment of a full-time Educa- 
tional Director and to prepare a vocational 
manual and course of study (elementary and 
advanced). These courses will be conducted 
through the groups and local educational 
institutions, and will be ready for introduc- 
tion next winter, if that time seems appro- 
priate. 
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Savings Deposits Reach New High 


In the first six months of 1944, deposits 
in mutual savings banks increased $721,- 
060,516 to $12,428,085,564. 

The number of depositors in these insti- 
tutions, which operate in 17 states, rose 
390,524, bringing the total to 16,102,735, the 
first time that mutual savings bank accounts 
exceeded the 16-millions mark. The average 
account rose by $26.71 to $771.80, the aver- 
age for “regular accounts” having the high- 
er rating of $942.33. 








HAVE WE BEEN SO SMART? 3 
Opportunities the Ambitious Underwriter Can’t Afford to Pass Up ° 


WALTER A. CRAIG, C.L.U. 
State Mutual Life Assurance Company, Philadelphia 


HE successful Life Underwriter is 

invariably a good salesman. He’s got 
to be! As such, he seldom misses oppor- 
tunities that tend toward more or better 
sales. Yet relatively few life insurance 
men make much use of the facilities of 
the trust companies. Inquiring as to why, 
the answer seems to be two-fold: (1) 
most life underwriters feel that the trust 
company is solely interested in having 
him abandon his chief stock-in-trade (the 
Optional Modes of Settlement), and hav- 
ing life insurance paid directly to the 
trust company under Life Insurance 
Deeds of Trust; and (2) most life under- 
writers are inadequately informed as to 
just exactly what the trust company’s 
facilities are, and how the underwriter 
can use them in his business. 


Because of this feeling (for much of 
which, I believe, the trust companies are 
responsible), the vast store of knowledge, 
information and techniques that these in- 
stitutions have accumulated’ through 
their years of experience is being denied 
the life underwriter. 


Based on an article in a recent issue of “The 
Broadcast,”” published by Philadelphia Assn. of Life 
Underwriters. 


The Trust Officer’s Claims 


HAT really is the trust company 

representative’s attitude toward the 
life underwriter; what exactly has he to 
offer the underwriter that would, as he 
claims: 


(1) improve the underwriter’s tech- 
nique 

(2) give him the comprehensive view- 
point of the Estate Planner 

(3) help him write more life insur- 
ance. 


It would seem that if the trust man can 
aid the life underwriter in any degree in 
these three particulars, the underwriter 
is just a chump not to avail himself of 
the opportunity! So, in an effort to get 
at the facts, I visited the trust companies 
and interviewed trust officers who have 
had most dealings with life insurance 
men. Here are some of the results of 
those interviews: 

1. We have got the trust man all 
wrong. He has a better understanding 
of, and appreciation for, the Optional 
Modes of Settlement than we give him 
credit for. He recognizes, as we do, the 
favorable sales psychology of income in- 
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surance via the Options—that that meth- 
od makes for more sales, for bigger sales, 
and sales that stay on the books. 

2. However, the trust man feels that 
underwriters as a group are too slow in 
grasping the significance of “estate plan- 
ning.” Many underwriters, they feel, do 
a good job with life insurance, but, they 
point out, there is a vast difference be- 
tween a “Life Insurance Audit and An- 
alysis,” and a full estate analysis. 


A Valuable “Asset” 


3. To my direct question: “Would you 
be willing to review cases with the life 
underwriter, and to clarify for him what 
you mean by ‘Estate Planning’ ” ?—came 
the answer in every instance: ‘‘Absolute- 
ly!” They indicated a similar willing- 
ness to discuss estate plans with our 
clients, either at their office, our office, 
or the office of the client. 

4. They can do no selling of life insur- 
ance—and since we cannot function as 
fiduciary agents, there should be no con- 
flict of interests. Properly informed, 
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they can—and if circumstances warrant, 
they will—build up the underwriter with 
his client. Their interest is to get at the 
disposition of his real and personal prop- 
erty, or a business interest; to co-ordin- 
ate all these things with the life insur- 
ance; to plan the will, the trust, the 
agreement that a study of the whole pic- 
ture indicates is necessary. 

5. Some life underwriters have difficul- 
ty getting the necessarily personal but 
vital information. Since the trust man’s 
daily job is just that—talking to people 
who have estate problems, getting the 
facts—it follows that he has developed 
a skill, a finesse, in this delicate proce- 
dure which he could, and gladly would, 
impart to the underwriter having diffi- 
culty in this regard. 


Provides Technical Knowledge 


6. Since the trust man’s daily job is 
collecting facts about estates, studying 
these facts, and laying out plans that 
assure the minimum of taxes, an adequate 
liquidity, the proper legal instruments 
from which the lawyer draws the papers, 
etc., he quite naturally has a greater ex- 
perience in these matters also than have 
most life underwriters. Those of us who 
aspire to a better knowledge of estate 
planning technique and procedure, could 
learn something from the trust man. He 
says we can have it for the asking. 


7. Most of us subscribe to or have 
available various services pertaining to 
estates, business insurance, taxes, etc. 
Problems are constantly coming up that 
involve a combination of circumstances 
that the books, of course, can’t adequately 
cover, take time to thumb through and 
require careful interpretation. The trust 
companies have large staffs of authori- 
ties in the various phases of estate pro- 
cedure. That vast store of experience 
is just as close to us as is our telephone. 
The trust men, however, tell me few un- 
derwriters ever ask for it. 


These Are the Facts 


8. These trust men aren’t a bunch of 
nice guys sitting around just aching for 
an opportunity to sell life insurance for 
us. They realize that selling life insur- 
ance is our job—that while they might 





NEW BUSINESS 


be able to make an assist in that direc- 
tion, their main interest is in the man’s 
real and personal property, and that, 
sooner or later, some trust business must 
accrue to them. That, in turn, should be 
all right with us, particularly since it is 
our client whose affairs are thus being 
buttressed. 

9. Many of us have to revise our ideas 
as to the size of estates that are of in- 
terest to trust companies. Where there 
are no complications, some of them will 
handle as little as $5,000; and any of 
them will take the executorship of a 
$10,000 estate. As to trusts, the recent 
establishments of common trust funds 
makes trusts as little as $7,500 possible 
if they are not to be long-lived. Also, 
where income is to go to minor children 
it might be well to learn if the trust 
company isn’t the best medium of distri- 
bution. 

10. While the trust men are of the 
opinion that they can be of great help to 
the underwriter, they are free to admit 
that a closer relationship with us would 
be beneficial to them in turn. It would 
augment their knowledge, materially 
broaden their field of endeavor, and im- 
prove their sales technique. 


A Word to the Wise 


HE so-called “advanced underwriter” 

who feels himself qualified to do his 
own estate planning, sells his life insur- 
ance and only brings his client to the 
trust company at the point where a trust 
or a will is to be planned, written, and 
executed. This type of underwriter prob- 
ably has felt that he didn’t need the trust 
man to help in the planning. However, 
if he would get acquainted with the es- 
tate planners connected with most of the 
trust companies, he couldn’t help but 
benefit. The trust man is more aware 
of the possible pitfalls in planning es- 
tates; he sees wills, trusts, agreements, 
ete., functioning. 

As to the underwriter who may not 
rate himself an “advanced underwriter,” 
but who nevertheless is fitting himself by 
study and application for that role, he 
will find a short cut by proper cooperation 
with these trust men. They are delighted 
to have us bring a prospect in to see 
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them. This should be beneficial to even 
the experienced estate planner, and cer- 
tainly to the man who is on his way, as 
the trust man knows the technique of 
how to get the necessary information. 


Cases Prove the Dollars and Sense 


NE of our underwriters had a recent 

experience which illustrates the ad- 
visability of this procedure. He had no 
difficulty selling his prospect some life 
insurance for family protection, but he 
was smart enough to see that the man’s 
estate situation needed expert treatment, 
and arranged for him to meet a trust of- 
ficer. The conversation turned on his 
will. It was found that under its terms, 
his wife would very probably take 
against it since she would fare better 
under the law than under the will. This 
was a serious matter since the major net - 
worth of this man rested in a sole pro- 
prietorship business which he planned to 
have taken over by a son. The trust of- 


ficer made a complete estate plan, plotted 
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out the requirements for a will, a trust, 
and an agreement as to the business. The 
underwriter sold a sizeable amount of 
business life insurance. 

One of the trust men told me a story 
which is the reverse of this. An estate 
which they handled involved a business 
which had been in the family for genera- 
tions. The deceased had a fair amount 
of life insurance, but it was all made pay- 
able to the wife under Optional Modes 
of Settlement. There weren’t enough 
other assets in the estate to take care of 
estate costs. At the time I was getting 
the story, those at interest were debating 
how to get the money to pay the taxes 
and estate costs without liquidating the 
business. The trust man said he didn’t 
see any other way out, that only adequate 
insurance available to the executor could 
have saved the business. 


How to Insure Yourself 


HE expression “Estate Planning” 
crept into this business of ours some 
years ago, but there are many under- 
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writers who still are familiar only with 
the term. The success of the ambitious 
underwriter will depend upon his capa- 
city to do a real estate planning job. The 
more the life underwriter has learned 
about this complicated estate transfer 
process, the more convinced he becomes 
that it involves more knowledge and skill 
than one man can encompass. The un- 
derwriter who has reached this point in 
his thinking doesn’t have to be sold on the 
idea that the well equipped, experienced 
trust officer can be of great help to him. 

We all agree that our client is the im- 
portant person. Since we underwriters 
are compensated only as we sell life in- 
surance, we don’t want to miss any bets 
which will further us with that client. 
Let’s forget ancient prejudice! Where 
we have a client with a _ substantial 
amount of life insurance, under Optional 
Modes of Settlement, we ought to have 
no hesitancy in consulting the trust offi- 
cer to get his viewpoint. Either the job 
we have done is the best for the client— 
or it isn’t. If it isn’t, and the trust of- 
ficer can help us see that it isn’t, then 
we are just smart in revising the man’s 
set-up to more properly conform to an 
entire estate plan. We are smart in do- 
ing this, because if we don’t, sooner or 
later somebody else will—and we lose a 
good client, possible future sales, and 
a lot of prestige. 


Business Insurance Handbooks 


A set of four monographs on business in- 
surance has been prepared by H. P. Graven- 
gaard, associate editor of Diamond Life 
Bulletins of Cincinnati. Titled Close Cor- 
porations and Life Insurance, Partnerships 
and ..., Sole Proprietorships and .. ., and 
Key Men and .. ., the books are excellent 
manuals for life underwriters, trust officers 
and attorneys in this growing field. 

The manuals follow a pattern of: a pic- 
torial summary of the effects of the death 
of an individual in the business; the alterna- 
tives in meeting those consequences; the 
solution offered by life insurance; the es- 
sentials of agreements carrying out the 
plan; sample forms; answers to objections 
which might be raised by prospects; and 
tax queries. 

The books sell for $1.00 each or $3.00 for 
the four. 
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NEWS ADVERTISING FOR PUBLIC EDUCATION 
Its Application to the Changing Market for Trust Services 


ALLEN CRAWFORD 
Vice President, Bankers Trust Company of Detroit 


HE dwindling number of large es- 

tates, attributed to the increasing in- 
roads made by Federal Estate and State 
Inheritance taxes, leave less and less for 
beneficiaries, while higher income taxes 
are slowing up the rate of accumulation, 
if not actually preventing it. On top of 
these two factors are certain wartime 
directives and rulings which place a ceil- 
ing on wages and salaries through “freez- 
ing” or other controls. 


But I see no reason in this state of af- 
fairs to wring our hands and chant woe- 
fully, “What future is there in the trust 
business?” That the market for trust 
services is changing, none will deny. Our 
biggest and best customers are fading 
from the picture. 

Let us assume that he will never return. 
What then? We’ll be in exactly the same 
kind of a boat as a lot of war plants when 
Victory dawns and Uncle Sam, their biggest 
and only customer at present, steps out. 
Already many of these firms are looking 
ahead—“post-war planning” they call it. 
Their market will change and they know it 
and they are already making overtures to- 
ward the new markets they must find, if 
they are to stay in business. Dare we in 
the trust business do less? 


We Can’t Wait Much Longer 


Isn’t it about time that we determine 
where our market will be found when our 
last million dollar estate has been fully ad- 
ministered? Or shall we wait until that 
day and then look around? 

A lot of us in the trust business have 
grown up under the impression that to be 
profitable, no estate of less than a quarter 
of a million dollars can be handled by a cor- 
porate trustee. Others are willing to go “as 
low as $100,000.00 of inventory value” and 
feel very condescending in making this ad- 
mission. Would the Ford Motor Company 
ever have manufactured thirty million cars 
if they had kept the car in the same price 
vange as prevailed in 1905? In the neigh- 

In address before June 23rd meeting, Chicago 

Financial Advertisers Assn. 


borhood of $2,000.00 it was definitely a lux- 
ury which few could afford. 


Isn’t it possible that some of the trials 
which so sorely beset us today are the direct 
result of keeping trust business in the “lux- 
ury” class too long? Shouldn’t we examine 
a lot more closely the theory that estates 
below a certain estimated figure are un- 
profitable ? 


Taking Trusteeship to Public Market 


Some time ago a news item stated that 
the Security-First National Bank in Los 
Angeles was advertising, “If you have 
$1,000.00, you have an ‘Estate.’” It seems 
to me to be an exceptionally smart move 
and one filled with excellent opportunities 
to educate the mass of the public to the 
important part which the corporate fiduciary 
plays in modern life. It sows the seeds of 
understanding which will blossom, in many 
cases, into the flowers of friendship, and the 
more friends one has, the less interference 
one can expect with the operation of one’s 
business. 


The program seems smart for still an- 
other reason:—it breaks down the old con- 
ception which was based on a combination 
of misunderstanding by the public and dis- 
inclination on ‘our part that trust service 
is exclusively for the well-to-do person. 
That is a desirable end in itself. 


I’d like to quote from a digest in Trusts 
and Estates for May, 1944, of remarks 
made by Charles C. Carr, Director of Pub- 
lic Relations, Aluminum Corporation of 
America: 


“In our day to day work, we frequent- 
ly think of directly interested groups as 
being more important than the general 
public. We do not discount them, but the 
general public is vital to us, also. This 
is the group that makes our laws,. de- 
termines the taxes we will pay, the reg- 
ulations under which we will live. It is 
they who decide, in fact, whether we will 
even be allowed to exist as a business 
at all. This is the public for which the 
law makers dance — the owner and oper- 
ator of all of our political marionette 
shows.” 





144 


In line with this thought came an unso- 
licited statement to me last week from Mr. 
H. A. Hendricks, Trust Officer of The Na- 
tional Bank of Commerce in Seattle, Wash. 
He said, “During the years that I have been 
handling the estate planning for our depart- 
ment, I have come to the conclusion that the 
big job in selling trust services is to proper- 
ly inform the public.” 


Putting the Soul in Corporations 


When William E. Robinson, vice presi- 
dent of the New York Herald Tribune, spoke 
before the Public Relations Forum of the 
National Association of Insurance Agents, 
he said, “. . . We are even more impressed 
with the recognition on the part of business 
of the need of sound public relations—and 
the importance of telling the story of bus- 
iness whether through news or advertising. 
In the past year, you have seen some out 
standing examples of institutional advertis. 
ing that have had a very important effect 
in business education...” 

It remained for Mr. Carr, in his remarks 
before the N. Y. Financial Advertisers, to 
give a crystal clear definition of “institu- 
tional advertising,” as: “that portion of a 
company’s expenditures devoted to an hon- 
est and forthrigh presentation of the insti- 
tution as a good business citizen, as an asset 
to the community and the country in which 
it operates. In short, that part of the bud- 
get devoted to the task of refuting the old 
saying that business concerns have no soul.” 
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Discussing the kind of copy to effectively 
use, he stressed a point very pertinent to 
trust advertising, that too many advertisers 
fail to recognize that advertising is reading 
matter, and commented that the human in- 
terest type of copy gets the greatest audi- 
ence. 

The trust business is full of human inter- 
est stories, for its basic function involves 
human relationships to a degree unap- 
proached in any other line of business en- 
deavor. Let’s tell the great mass of the 
public which we have neglected for so long, 
some of the incidents that confront our 
trust officers in their daily tasks—let’s 
dramatize them in our direct mail—in our 
newspaper advertisments—on billboards— 
over the air waves, and in all the mediums 
we employ to influence, sell or retain trust 
business! Regardless of wealth or social 
position, human nature is responsive to such 
stories, and even if it is mass selling, we 
still retain the right. to selection as regards 
potential business which may and can be 
expected to be forthcoming. 


0 


The Chase National Bank of New York 
reports that income from “fiduciary fees, 
commissions, etc.,” for the first six months 
of 1944, amounted to $4,186,000, as compared 
with $3,447,000 for the same period in 1943. 
The proportion to total current operating 
earnings also increased. 








Participants in the first experiment conducted by the Public Relations Committee 
of the Cleveland chapter of the American Institute of Banking, designed to bring to 
high school students an understanding of what banks mean to the community and 


what to expect if they choose banking as a career. 
through a bank and all departments were explained. 


The three girls had been taken 
Dale Brown (center) of The 


National City Bank and second vice president of the Financial Advertisers Association, 
outlined the history and functions of banking. 
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CONFERENCE AND 
CONFIDENCE — 


ERTAINLY there never has been so 

acute a need for looking ahead and 
arranging the disposition of estates and 
of business interests. The heavy im- 
pact of taxes and the uncertainty aris- 
ing out of the war and profound eco- 
nomic changes have made this imper- 
ative. Because each individual situa- 
tion has its own special and peculiar 
problems,\ the knowledge of the trust 
officer, the attorney and the life under- 
writer must be pooled and applied with 
great care to assure a reasonable prob- 
ability of the client’s attaining financial 
objectives for his family and himself. 


It appears that there should be a 
more widespread use of this combined 
knowledge in joint interviews with the 
clients. In too large a proportion of 
cases, the client holds a separate con- 
ference with each of these men. Differ- 
ences in viewpoint are difficult to recon- 
cile when advisors are consulted separ- 
ately and often confusion ensues in the 
client’s mind. The net result of this 
confusion usually is no action at all. 

Tied in with this is the goodwill and 
confidence of the client. In that respect, 
I think trust companies can materially 
help themselves as well as collaborating 
attorneys and life underwriters if they 
would work out a method of publishing 
investment results under their trustee- 
ship. This was suggested in my article 
published in your magazine for Decem- 
ber, 1936. It is feasible, but as far as 
I know has been attempted in only one 
instance. In that same paper, I men- 
tioned the marvelous possibilities for 
development of new trust business by 
the use of new commingled trusts. 
There has been some progress, but it 
seems to me that in eight years it could 
have been developed much farther. Both 
from the point of view of economy of 
administration and security for the 
grantor and beneficiary commingled 
trusts have endless unexplored possibil- 
ities. 

Gerard S. Brown, C.L.U., Penn Mutual 

Life Insurance Co., Chicago. 


Ancillary 


Administration 
for !llinois 


Real Estate 


¢ No matter where the 
personalty under a trust 
may be located .. . if there 
is real estate in Illinois, you 
will find it a matter of good 
judgment to suggest Chi- 
cago Title and Trust 
Company as ancillary ad- 
ministrator. 


This company was 
the first to qualify under the 
General Trust Company 
Act of the State of Illinois 
and it has been continuously 
active in trust administra- 


tion since 1887. Our long. 


years of experience in all 
types of fiduciary activity in 
this area, plus an unusual 
background in all real 
estate matters, qualify us to 
give you and your custom- 
ers full cooperation on both 
corporate and personal 
trust matters in Illinois. 


CHICAGO 
TITLE & 
TRUST 
COMPANY 


69 WEST WASHINGTON ST. 


CHICAGO 
Business Established 
in 1847 





FLETCHER TRUST ISSUES 
OFFICIAL PAMPHLET 


Fletcher Trust Company of Indianapolis 
has joined the small group of institutions 
which have issued an “Official Pamphlet of 
the Trust Department.” The pamphlet con- 
tains a historical sketch of the company, a 
summary of the advantages of a corporate 
fiduciary, a description of the services of- 
fered by the trust department, and a state- 
ment of the policies of Fletcher Trust in 
conducting its trust business. 


First distribution of the Official Pamphlet 
took place on July 10th. The brief fore- 
word, carrying the signatures of Chairman 
Hugh McK. Landon and President Evans 
Woollen, Jr., served as the introduction of 
the pamphlet to the public. Attached to each 
copy was the business card of the officer 
who had contact with the addressee. Initial 
distribution was to the following: 


Every director, officer and department 
head of the company. 

Lawyers likely to draw instruments or 
advise clients to name the company. 
Life underwriters believed to have policy 
holders needing the services of a trust 

company. 

Customers known to have named the com- 
pany in their wills. 

Prospective customers who had been per- 
sonally contacted in the past and had 
shown an interest in trust service. 

A selected list (about 8%) of names from 
the trust department’s general mailing 
list. 


Commenting on the pamphlet, Senior 
Trust Officer Francis A. Ohleyer says: 
“While it cannot be denied that the pam- 
phlet has certain advertising value, it is 
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not intended to be ordinary advertising ma- 
terial for general distribution. In other 
words, we do not intend that it be left in 
the lobby of the bank to be taken by any- 
one who cares to pick up a copy, or that 
it be mailed to all those on our list, but 
rather that the pamphlet be kept under the 
control of the Trust Department itself and 
handed out rather sparingly. It is designed 
to give prospective customers the informa- 
tion they seek after the initial contact has 
been made and interest in trust services has 
been aroused by advertising or personal 
solicitation.” 


0 


Newspaper Trust Advertising 


The trend toward smaller estates offers 
cogent reason for reappraisal of the value 
of newspaper advertising in developing 
trust business, writes Bob Knight, of The 
Howard Savings Institution, Newark, N. J., 
in the June issue of the F.A.A. Bulletin, 
Mr. Knight cites the “surprisingly good” 
results which his bank has obtained from 
such advertising in the past. 


In the same issue, an article ky Aurie I. 
Johnson, vice president, First Trust & De- 
posit Co., Syracuse, N. Y., outlines present- 
day opportunities for building trust busi- 
ness. 
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Outline of Trust Services 


The First National Bank and Trust Com- 
pany of Tulsa has prepared an attractive, 
75-page book describing the trust services 
which it offers for individuals and corpor- 
ations. In addition it sets forth the trust 
department’s investment policy, the safe- 
guards provided by examination of the de- 
partment by directors and banking author- 
ities, its policy in retaining counsel, a sum- 
mary of the local law of descent, Federal 
and Oklahoma estates taxes, gift taxes, and 
the “Statement of Principles of Trust In- 
stitutions.” 


0 


15c Estate Administered 


Letters of administration have been grant- 
ed in the 15c estate of John E. Mooney of 
Sacramento. The proceedings are neces- 
sary to clear the title to swamp property 
owned by the decedent and valued at “about 
15¢.” 





= a hh eelhlULUlCOC rh lCUC OCS 


'. —_ = 


wl CW 





TRUST DEPARTMENT PERSONNEL 
ADJUSTMENTS 


Program for Selecting and Training Trust Employees 


LESLIE K. CURRY 
Vice President, Mercantile-Commerce Bank and Trust Company, St. Louis 


HERE is an old legend about an an- 

cient Persian, Ali Hafed, who owned 
a very large farm and had much money 
loaned at interest. He was wealthy and 
contented until a Buddhist priest gave 
him his version of the creation of the 
world. He related that internal fires, 


bursting upward through the crust of the 


earth, had thrown up the mountains and 
hills, the prairies and plains, and how 
copper and silver, gold and diamonds 
were created. Said the old priest, “A 
diamond is a congealed drop of sunlight,” 
and explained that a diamond the size of 
Ali’s thumb would purchase much land, 
while with the wealth and influence a 
diamond mine would bring he could place 
his children upon thrones. 

Ali Hafed went to bed that night a 
poor man—poor because he was discon- 
tented, and discontented because he was 
poor. He wanted a diamond mine, and as 
he lay awake that night thinking about 
his plight he determined to have one. 
The next day he sold his farm, collected 
the money, left his family in charge of a 
neighbor, and set out in search of dia- 
monds. Much later, when his money was 
all spent and he was in rags, he finally 
killed himself. 

The man who purchased Ali’s farm led 
his camel into the garden to drink one 
day, and while there noticed a curious 
flash of light from the white sands of the 
stream. He pulled out a black stone with 
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an eye of light reflecting all the hues of 
the rainbow. He took the stone home, 
and later learned that it was a diamond. 
Thus was discovered a mine which pro- 
duced some of the largest stones in the 
world. Had Ali Hafed remained at home 
and dug in his own back yard, he would 
have had “acres of diamonds.” 

-If banks would only dig in their back 
yards, they would find that they, too, 
have “acres of diamonds,” and proper 
personnel policies and administration are 
the only tools necessary to uncover them. 


Background of Personnel Policy 


T is probable that the history of mod- 

ern banking records no period with 
problems as difficult as those of today. 
Banks everywhere have lost a heavy per- 
centage of trained employees to the 
armed forces and the war industries. In 
normal times turnover ranged from 6 to 
12 per cent, which was considered healthy 
and desirable because it kept the avenues 
of promotion from being clogged. Today, 
turnover is ranging from 40 to well over 
100 per cent, which means that banks are 
compelled to operate with a very heavy 
percentage of untrained employees and 
an attendant increase in operating costs. 

The problem of bank personnel man- 
agement has been further complicated 
by the tremendous increase in the vol- 
ume of work handled and by various eco- 
nomic controls, particularly the ones 
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growing out of the Economic Stabiliza- 
tion Act. As a result, thoughtful bank 
management has carefully weighed its 
personnel problems and instituted poli- 
cies designed to meet current conditions. 
When further refined, these new policies 
may be expected to improve the quality 
of the personnel and to lead to greater 
net profits. 


It is not to be assumed that World 
War II with the problems it has pre- 
sented is entirely responsible for the in- 
creased consciousness with respect to per- 
sonnel administration. Every bank, over 
the period of its existence, from force of 
necessity, developed individual sources of 
supply sufficient to provide replacement 
help in normal times, Beyond that, prac- 
tice and custom established set standards 
of performance by which the effective- 
ness of the individual employee could be 
measured. Dwindling profits during the 
early depression years focused the atten- 
tion of management on the value of bet- 
ter personnel administration. Many 


banks, following the pattern already ‘set 
by industry, began to develop specific pro- 





“Just think what fun it will be teaching them 
their old jobs when they get back!” 


Courtesy of Banking 
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grams and to establish policies tailored 
to the needs of their particular institu- 
tion. More and more time has been de- 
voted to selection and training, promotion 
and transfer, and to the paramount prob- 
lem of fair and equitable compensation. 
The old informal practices have given 
way to job measurement, or job classifi- 
cation, salary rate ranges, merit ratings, 
and promotional programs, all of which 
have been established along somewhat 
scientific lines. 


For the most part, banks have the same 
personnel problems that are inherent in 
other ‘businesses, but by the very nature 
of their undertakings certain special 
problems must be recognized. Fidelity, 
of course, is the first test with respect to 
any prospective employee, after which 
consideration must be given to capacity, 
education, experience, family background 
and, finally, to those all-important per- 
sonality traits. 


Trust Recruiting 


T is not too difficult, even in these 

troublesome days, to recruit employees 
for trust work who possess the basic 
technical training and capacity to per- 
form the detail tasks that are demanded. 
To secure the kind who can do this and 
who, at the same time, have the proper 
personality traits, is another matter. 

Every Trust Department large enough 
to justify the name should develop an ob- 
jective program designed to provide em- 
ployees specifically tailored for the par- 
ticular job, and, which is more important, 
it should provide a promotional program 
that may be expected to feed properly 
selected and properly trained individuals 
into every public contact job. This means 
that every employee coming in at the bot- 
tom must be selected for his integrity, 
his capacity to do the immediate job, and 
for the capacity and personality traits 
necessary to perform other jobs higher 
up the promotional ladder. In order to 
accomplish this, a job classification, sal- 
ary standardization, merit rating, and 
promotional program becomes impera- 
tive. While job measurement should be 
a:definite part of the personnel program 
in every department of the bank, it is a 
safe conclusion that it is doubly impor- 
tant in the Trust Department. If there 
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is any good reason why a formal pro- 
gram cannot be instituted on a bank-wide 
basis, it should be considered as a “must” 
in the Trust Department. Not only may 
it be expected to solve some of the prob- 
lems peculiar to trust work, but it will 
have the additional advantage of serv- 
ing as a proving ground for later expan- 
sion throughout the entire institution. 


Job Measurement 


HERE are several methods of job 

measurement, none of which is too 
difficult. A job comparison method based 
on a weighted point rating scheme has 
been found to be quite satisfactory by 
many banks. There is every reason to 
believe that it would be just as satisfac- 
tory if applied to Trust Department jobs 
alone. Whatever method may be used, 
however, it can be expected to produce re- 
sults that will be profitable both in terms 
of net profit and improved public rela- 
tions. 


The measurement of jobs will not only 
establish standards of value, but will, at 
the same time, provide trust management 
with a good picture of every job and an 


intimate understanding of the particular 
type of person necessary to perform its 
functions properly. Most important, per- 
haps, will be the clarification of the pro- 
motional routes fanning out from each 
job. 


Based on the knowledge thus gained, it 
will not be found too difficult to prepare 
a promotional chart worked out in such 
detail that the possible lines of progres- 
sion from the bottom to the top are clear- 
ly set out, so that new employees may be 
selected with a view to their qualifica- 
tions for other and better jobs. This 
naturally partakes of the nature of a 
step-up plan for promoting trust person- 
nel, and its importance cannot be over- 
emphasized. Obviously, because of the 
complex nature of trust work, an inti- 
mate knowledge of the details necessary 
for proper administration, as well as an 
understanding of legal requirements, is 
of paramount importance. By properly 
selecting the employees coming into the 
organization, a step-up training and pro- 
motional plan will provide a method of 
training by steps which will naturally 


149 


have the effect of feeding the public con- 
tact jobs with individuals specifically 
trained for those jobs. 


Collateral Effect on Morale 


ROMOTIONS are the reward for ef- 

fort, and not only do they have a 
great individual value, but, if soundly 
made, exert a collateral influence on the 
morale of all employees. Promotions are 
soundly made only when they are based 
on merit and ability. This is ideal if the 
proper tools with which to measure abil- 
ity are available and are used, but to 
guess at it is a dangerous thing. The 
staff, in its entirety, knows who is cap- 
able and who is not, and if an error in 
promotion is made which all can recog- 
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nize as being one, they will be quick to 
condemn. It is a natural thing for most 
people to fail to recognize their own 
shortcomings and to feel that they could 
handle bigger jobs just as well as any 
one else. Errors that produce mass think- 
ing to the effect that promotions are not 
being properly made make hope a futile 
thing. On the other hand, if employees 
are able, from time to time, to see visible 
evidence of good promotion, they will be 
stimulated and encouraged to greater ef- 
fort in order to win further recognition. 


Selection and placement .take their 
place as factors of prime importance, but 
their value will be definitely lessened un- 
less followed by proper induction train- 
ing with orderly promotion on a merit 
basis and along predetermined lines. 


Special Trust Department 
Considerations 


HERE is no point in taking the posi- 
"E Gon that Trust Department person- 
nel administration can be made to con- 
form entirely to bank-wide policies, for, 
although there are the same inherent 


general problems, special considerations 
are necessary. It has been interesting to 
observe that bankers frequently refer to 
the peculiar personnel problems in their 
Trust Departments as if this were a sit- 


uation that should not exist. Too many 
have failed to recognize that the very 
nature of trust work creates a need for 
special types of employees, which inevit- 
ably leads to special problems and de- 
mands special consideration. 


First of all, it should be recognized 
that a very heavy percentage of the peo- 
ple with whom Trust Department em- 
ployees come in contact are those who 
have just experienced a shocking personal 
loss. In addition, they are frequently be- 
wildered by the stupendousness of the 
immediate considerations which have be- 
come theirs and often are overwhelmed 
by a sense of incompetency because of the 
many legal requirements which they did 
not know existed. Moreover, Trust De- 
partment employees have the majority of 
their contacts with people of wealth, 
many of whom have had the advantages 
that money is expected to provide. It is 
only natural to expect them to be critical 
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of those individuals who do not possess 
poise, refinement, and ability. 


Trust Department employees, to func- 
tion effectively, must be capable of han- 
dling such people with a high degree of 
understanding and sympathy without los- 
ing their own point of view. Since no 
two persons are alike, they cannot be ex- 
pected to react in the same manner to any 
given situation. This, then, can only 
mean that trust personnel must know 
people and be able to understand fully 
human reactions. Selection of trust per- 
sonnel must take these facts all into ac- 
count. 


Sources of New Employees 


O better recruiting program has 

been devised than that of working 
closely with the schools of the area in 
which the bank is located. It will gener- 
ally be found that high school or well 
recognized business school principals, as 
well as college and university presidents, 
or placement bureau heads, will be more 
than happy to cooperate. Desirable rela- 
tions of this type cannot be developed 
satisfactorily by letter or telephone. The 
best approach is a personal interview, 
during which the personnel manager 
should make every effort to bring to the 
school officials a complete understanding 
of the problem. They, in turn, may be 
expected to study the achievements and 
characteristics of the individuals in their 
schools and to submit names for consid- 
eration as future Trust Department em- 
ployees. 


In addition to the personnel which may 
be recruited through the schools, many 
will be introduced by the happy and sat- 
isfied employees. No matter what the 
source may be, management must keep 
certain factors in mind when making the 
final selection. 


First, it must be remembered that 
many trust accounts are of long duration, 
which makes it important to maintain a 
stable personnel. Men should be sought 
who have selected trust work as their 
field, so that the turnover can be held to a 
desired minimum. Nothing seems to ir- 
ritate trust customers more than to have 
their accounts shifted from one employee 
to another who lacks the intimate knowl- 
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edge of all that has transpired in the 
past. Moreover, when it does become 
necessary to transfer an account, much 
valuable time is consumed in a study of 
the file in order to determine proper 
courses of action. 


Women in Trust Work 


VEN though there is a heavy percen- 

tage of women beneficiaries, it has 
been the general experience that they 
prefer to discuss their financial affairs 
with men. This makes it imperative to 
keep a sufficient number of men in train- 
ing so that an adequate supply of mate- 
rial will always be available for promo- 
tion to the public contact jobs. 

The importance of men in trust work 
has had a tendency to cause management 
to underestimate the importance of wo- 
men. They should be recruited on just as 
selective a basis as the men. With the 
exception of those who work in the book- 
keeping section or the securities cage, 
they have frequent personal contacts with 
the customers. For the most part, they 
serve in secretarial or stenographic posi- 
tions, generally working with men who 
are handling new business or established 
accounts. In any event, the manner in 
which they handle the customers, either 
by telephone or in person, may be expect- 
ed to have much to do with the successful 
handling of the particular business. They 
make up part of a team which will only 
be as effective as the weakest member of 
that team. 

Wholly above and beyond the 1mpor- 
tance of her public contact work, it seems 
obvious that a young lady being consid- 
ered for a position in the bookkeeping 
section should be selected for her imme- 
diate capacity and her future potential- 
ity. Later, when she may have qualified 
for stenographic or secretarial work, she 
will be all the more valuable because of 
her intimate knowledge of the accounting 
system and trust work in general. 

There are many fields of specialization 
in trust work. Selection should always 
be made with this in mind. For instance, 
a young man possessing good general 
qualifications, but with a special leaning 
toward tax work, should be placed in a 
beginning job which leads directly to the 
tax section of the department. Such a 
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policy may occasionally create over-staff- 
ing at the bottom, but that is far less ex- 
pensive than to place the new employee 
on a job where he may become “lost,” 
thus ultimately depriving the department 
of his natural talent. 

A well organized personnel program 
will be profitable in any Trust Depart- 
ment. It may be expected to reduce oper- 
ating costs through increased efficiency, 
to produce new business because of the 
high quality of the service rendered, and 
to produce better material for executive 
succession. Unless such a personnel pro- 
gram provides for job classification, sal- 
ary standardization, highly selective em- 
ployment policies, step-up training, and 
merit promotions, it will fall short of its 
ultimate objective. 


Reemployment in Banking 


A program to aid returning servicemen 
with banking experience to re-establish 
themselves in the banking field has been 
undertaken by the Independent Bankers 
Association of Southern California. A can- 
vass of its 65 members is being taken to 
catalogue employment opportunities. These 
will be referred to Army and Navy Hospi- 
tals and the Bureau for Veteran Replace- 
ment, which will call these openings to men 
with appropriate experience. 


Less than 40% of bank employees now 
in the armed services will return to banking 
after the war, according to S. Guernsey 
Jones, assistant cashier, National Newark 
& Essex Banking Co., speaking before a 
recent meeting of New Jersey Chapters of 
the A. I. B. Mr. Jones predicted that about 
75% of the 130,000 women now in banks 
will remain. 
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13° PENSION TRUST STEPS 


E have worked out the following 

procedure for pension trusts which 
involve individual policies for all parti- 
cipants: 


(1) The pension board advises the 
trustee of those eligible (forms). 


(2) The trustee applies to the insur- 
ance company (on company forms). 


(3) The insurance company advises 
the trustee of the premium required. 


(4) The trustee requests the premium 
due from the company. On original poli- 
cies we submit a list furnished by the 
insurance company on the original appli- 
cation. On renewal premiums the list is 
to be furnished by the bank about 10 
days before premium due date (form). 


(5) When the company submits the 
check to the trustee covering its pre- 
miums, we credit the trust account (prin- 


cipal) and draw the check to the insur- 
ance company. 


(6) The insurance company issues 
temporary receipts and subsequently 
regular receipts and the policies. 


(7) Upon receipt of the policies, the 
trustee advises the pension board (form). 


(8) We obtain the information neces- 
sary for completion of the proof of death 
forms (form). 


(9) Upon termination of employment 
before retirement, the pension board ad- 
vises the trustee as to the termination; 
we acknowledge to pension board, send- 
ing a copy to the insurance company 
(form) ; the trustee should put a memo 
on the asset and security card, tab and 
segregate policy, tab and file addresso- 
graph plate under “Policies Terminat- 
ing,” enter on master list of policies 





HERE ARE THE VITAL FACTS 


TRUST OFFICERS 
EMPLOYEE PENSION AND 


Today's busy trust officers must have the facts 
before them on Employee Benefit Plans so that 
they may ascertain comparative points speedily 
and easily. 
Our recently completed 
“Basic Chart Comparing Major Types 
Employee Pension Plans” 
was compiled as a summary of the knowledge 
and practical experience we have gained as con- 
sultants in this field—backed by years of co- 
operation with trust officers in estate planning. 
It includes the major plan provisions, describes 
their operation, lists their principal advantages 
and disadvantages—all in a form that’s simple, 
clear and precise. Trust officers will find it a 
most handy reference. Your copy will be sent 
without obligation—write for it today. 


MUST HAVE ON 
PROFIT SHARING PLANS 


WICKENDEN AND ASSOCIATES 


(A Partnership ) 


Employee Benefit Programs 
Pension, Bonus and Profit Sharing Plans 


295 Madison Avenue 


Washington London 


New York 


Toronto 
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terminating. (The above is applicable 
for those using addressograph system.) 
On or after the premium due date, in 
cases where there is no cash value, we 
return the policy to the insured or to the 
insurance company, which contacts the 
insured to determine if he wishes to con- 
tinue the contract—all this upon instruc- 
tion from pension board. In case the 
policy has a cash value, the trustee col- 
lects the value from the insurance com- 
pany or receives it from the insured then 
surrendering policy to him. The cash 
value is credited to the principal of the 
trust and held for future premium pay- 
ments. 

(10) Upon termination at death, the 
pension board advises the trustee as to a 
death; the trustee requests and completes 
proof of death forms with the coopera- 
tion of the insurance company; we refer 
to the proper forms for instructions as 
to beneficiary designation, mode of pay- 
ments, etc., or if no beneficiary is desig- 
nated, payment is made to the estate. 

(11) Upon termination at retirement, 
we deliver the policy to the insurance 
company upon notification of the pension 
board and the insurance company makes 
payments directly to the insured. 

(12) Change of name of insured: the 
pension board advises the trustee who 
requests a form from the insurance com- 
pany and completes it. We change all 
records, plates, asset and security cards. 
filing, ete. 

(13) Reinstatements: The _ pension 
board advises the trustee of the desire 
for reinstatement. The trustee obtains 
necessary forms from the insurance com- 
pany. Premium payments are handled as 
in steps four and five. 


WILLIAM C. FENNIMAN, associate 
trust officer of the Phoenix State Bank 
and Trust Company, Hartford, Conn.. 
in July Banking. 


John I. Millet, of Driscoll, Millet & Com- 
pany, certified public accountants special- 
izing as analysists in bank management, 
has been elected vice president of THE 
TROY SAVINGS BANK. Mr. Millet is 
author of Bank Audits and Examinations, 
a standard work on bank accounting, pub- 
lished in 1927 and revised and republished 
in 1941. 


To Expedite Pension Plan 
Approvals 


Joseph D. Nunan, Jr., Commissioner of 
Internal Revenue, has announced a program 
for expediting action on pension and profit- 
sharing plans, with a view to making rulings 
on all pending cases before the end of 1944. 

The Washington group of specialists has 
now developed procedures and_ trained 
enough field agents so that it is possible to 
transfer the bulk of the work to the field 
offices where larger staffs and ready con- 
tact with employers should speed up the 
work. The field offices, under this pro- 
cedure, will handle the vast majority of the 
nearly 4,000 plans on file. The Washington 
office, however, will continue to handle cases 
involving plans which became effective prior 
to January 1, 1942. 

Congress has provided that if a plan is 
submitted in proper form prior to December 
31, 1944, the employer can have a deduction . 
for his contributions to the plan in 1943 and 
1944, as well as subsequent years. For this 
reason, Commissioner Nunan_ explained, 
every effort will be made to complete rul- 
ings on these cases before the end of the 
year. He added that any employers who 
expect to file plans this year should do so 
at the earliest possible date so that the 
handling of their plans can be programmed 
expeditiously along with the plans already 
on file. 

In determining the policies to be followed 
by the field offices in handling these cases, 
the Commissioner said he hoped to continue 
consultations with representatives of insur- 
ance companies, underwriters’ associations 
and trust companies, who are familiar with 
the employers’ problems in setting up and 
operating such plans. 


0 
Estate Checkbook 


A checkbook specially designed for use 
by trustees, executors and administra- 
tors has been prepared by J. Blake 
Lowe of Equitable Trust Co., Baltimore, and 
the American Bank Stationery Co. It con- 
tains suggestions for the individual acting 
as fiduciary for the first time, and provides 
blanks for a chronological record of the 
proceedings in the estate or trust. The 
checks, of which there are 24 (considered 
ample.for the needs of most estates), has 
the signature line “Estate of .. .,” beneath 
which are three lines bracketed trustee, 
executor, administrator. To the left are 
lines for the nature of the payment. 





STARTING A COMMON 
TRUST FUND 


N doing the work preparatory to 

the opening of a common trust fund, 
there are four main considerations, ac- 
cording to George Macy Wheeler, vice 
president and trust officer of The First 
National Bank and Trust Company of 
Bridgeport, first institution in Connecti- 
cut to establish such a fund: 


1. The time, effort and resulting cost 
of starting a fund 

2. Operating details and problems 

3. Advantages to beneficiaries 

4. Needed changes in local law. 


A study of the plans under which other 
funds are operating is the first step. 
Discussion of them with the officers 
supervising them—personally, if possi- 
ble—is of great value. The result is 


likely to be a plan combining parts of 
several plans, provisions suited to the in- 
stitution’s own policies, and clauses sug- 


“First National” was here 
BEFORE THE DAGUERREOTYPE 


The oldest bank in Fairfield aiid is now 

the pioneer Connecticut bank operating 

THE COMMON TRUST FUND 

The answer to the small trust fund 
investment problem 
* 
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gested by the attorney to conform to 
local law. Thus put together, the plan 
is ready for approval by the Board of 
Directors, as required by the Regulations 
of the Federal Reserve System. 


All this may take a year or more, the 
cost varying according to the extent of 
the study. Mr. Wheeler estimates that 
the preliminary work and preparation of 
the plan in his bank’s case cost between 
$2,000 and $3,000. 


As to operating details, a separate ac- 
count must be set up for the common 
trust fund. Some of the routine is dif- 
ferent from that of the ordinary indi- 
vidual account. Special forms for add- 
ing new accounts, for valuing the fund, 
etc. must be developed. Income tax 
questions are slightly different from the 
usual. Transactions are far less both 
as to income and principal. In the first 
year of operation, the First National re- 
duced principal transactions from 45 to 
7, and income activity from 544 to 170, 
with an estimated saving of $250 for the 
year. 


The benefits to participating trusts are 
apparent: greater diversification and in- 
creased yield. 


These benefits could be extended to a 
greater number of small trusts were it 
not for the limitations in the Connecticut 
statute restricting the size of a common 
trust fund to $200,000 and participation 
to those trusts where the instrument 
specifically authorizes investment in a 
common fund. At the present time, the 
First National’s fund is near the limit, 
with 12 participations. Mr. Wheeler says 
that one reason why his institution has 
not established a second fund is that 
“it seems inconceivable that the legis- 
lature will fail to recognize the need 
for changes in the law and if these 
changes are made we will want to fit our 
new fund to the revised statute.” 


Clarence W. Wyatt has been elected sec- 
ond vice president of the John Hancock Mu- 
tual Life Insurance Company and Clyde F. 
Gay will administer its general agencies, as- 
sisted by R. Radcliffe Massey. Ferrell M. 
Bean has been promoted to superintendent 
of agencies. 
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SUGGESTIONS FOR OPERATING PROCEDURE 


STERLING L. WANDELL 
Vice President and Trust Officer, The Wyoming National Bank of Wilkes-Barre, Pa. 


66 ECESSITY is the Mother of in- 

vention.” Trust Operation has ob- 
served a practical manifestation of this 
old adage in the form of the current Job 
Instructor Training program of the War 
Manpower Commission, sponsored by the 
American Institute of Banking through 
the medium of local Clearing House and 
A.I.B. Chapter Courses. Those of us who 
have shared in and completed this Job In- 
structor Training Course recommend it 
to all types of Trust Departments and 
bank operation. 


One of the interesting and revealing 
discoveries resulting from the military 
draft and shifting of bank personnel is 
that certain duties heretofore considered 
of such importance that required senior 
clerk and executive attention are now be- 
ing successfully and efficiently handled by 
junior clerks. This departure is a logical 
procedure resulting from an adequate 
training program, end is a natural se- 
quence to Job Instructor Training. 

The following represent contributions 
from the trust departments large and 
small throughout the Commonwealth, and 
are drawn from actual experience. 

Allocation and Job Assignment. Anal- 
yze administrative work and assign du- 
ties of lesser responsibility to the lower 
salaried employees: 


(A) Establish job of allocation clerk 
to allocate cash entries, principal 
or income, to Trust accounts. 

(B) Work out details in making re- 
mittance from Trust accounts by 
group of junior clerks. 


1. Set up ticklerized remittance 
and statement file. 

2. Prepare form letters for use in 
sending remittances and state- 
ments. 


Efficiency Through Greater Use of Me- 
chanical Equipment. Instruction booklets 
From report as chairman of the Trust Operations 


Committee, Trust Section, Pennsylvania Bankers 
Association, May 25, 1944. 


are available through the various equip- 
ment companies, describing additional 
uses for adding machines, calculators, ad- 
dressographs, etc. It is surprising, from 
a perusal of these pamphlets, the addi- 
tional uses to which this equipment can 
be put. 


The Desirability of a Running Daily 
Audit, even in medium-size trust depart- 
ments, cannot be questioned. A continu- 
ous running audit not only adds an addi- 
tional control to the security handling 
and accounting, but it also eliminates the 
possibility of embarrassing errors which 
must be explained by the department’s , 
officials, such as postings to wrong ac- 
counts, or distribution of incorrect 
amounts, etc. One institution was able 
to institute a continuous, daily audit 
without the addition of any personnel by 
eliminating some of the duplicate work 
such as posting of income items, divi- 
dends, bond interest, etc., on the asset 
record sheets of the department, which 
is accepted as routine. Often times dup- 
licate records are maintained either in 
the department itself or separate depart- 
ments, such as real estate or mortgage 
departments. If these are consolidated, 
the original mortgage or real estate rec- 
ords become the trust asset record as 
well. 


Trust Department machine bookkeep- 
ing lends itself to multiple typing of the 
original entry. In all cases, the estate 
cash ledger sheet and the journal are 
posted at the same time. In the case of 
real estate items an additional page is 
posted at the same time with the entries 
pertaining to that particular property. 
Thus, all real estate entries appear on the 
daily journal; on the estate cash ledger 
sheet in chronological order along with 
other entries pertaining to that estate, 
and on the real estate sheet for that par- 
ticular property. In making statements 
to beneficiaries, the detail of each prop- 
erty is omitted and only one entry made 
in the statement, showing the net income 
or net loss for each property for the pe- 
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riod. When first submitting statement 
to beneficiaries under this plan, advise 
the beneficiaries that detail for each 
property will be furnished if desired and 
if the beneficiary does desire the detail, 
simply photograph the real estate pages. 
In the case of accounts having consider- 
able real estate this has the effect of re- 
ducing the work of preparation of state- 
ments to a very great degree and, in ad- 
dition, it gives a better picture of the es- 
tate since it shows the result of operation 
of each property individually. Experience 
has been that most beneficiaries are not 
interested in the detailed operation of 
real estate but only in the result attained. 


In the case of those trust companies 
which make duplicates of the ledger 
pages as statements, the procedure above 
outlined would represent no saving in 
work but for those who prepare the state- 
ments in other ways it does. 

Flat Filing of Securities. The obvious 
advantages of flat filing of securities have 
been generally recognized and largely 
adopted by a great many of our Trust De- 
partments. However, the similar advan- 
tages of flat filing of mortgages and their 
accompanying papers and documents has 
not been so generally used and can well 
be considered for adoption at this time. 
Due to war time building restrictions, 
mortgage portfolios have generally been 
reduced. This situation would minimize 
the number of transfers from old to new 
forms and make flat filing available when 
mortgages become more numerous. 


The folders generally used for mort- 
gages are legal cap size with a metal fast- 
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ener at the top on the inside right. The 
size permits flat filing of the bond and 
mortgage as well as the fire insurance 
policies and the supplemental papers con- 
sisting of appraisals, title certificates and 
miscellaneous records. All of the forms 
for use in the folder should be devised 
especially for the particular purpose and 
should be of a size and paper weight 
which will conserve space in the files. In 
some instances, a second metal fastener 
may be used at the top of the inside left 
side of the folder and the insurance poli- 
cies filed on this side in order of matur- 
ity. An index of the various forms con- 
tained in the folder may be printed on 
the front, together with the name of the 
mortgagor and information as to date 
and recording of the mortgage. 


The flat filing of mortgages makes all 
papers readily accessible for inspection 
at any time by officers, employees or ex- 
amining authorities. It will in many in- 
stances save space when compared with 
filing in packets and use of fasteners will 
preclude the mislaying of important 
mortgage records. 


Endorsement of Incoming Checks. At 
peak periods the endorsement of incom- 
ing checks becomes a time consuming job, 
which can be completely eliminated 
through the adoption of an approval form 
of endorsement stamp supplying an en- 
dorsement such as: 


Deposited to the Credit of 
PAYEE 
TRUST DEPARTMENT 
Absence of Endorsement Guaranteed 
THE WYOMING NATIONAL BANK 
of Wilkes-Barre, Pa. 


Pay to the Order of 
THE WYOMING NATIONAL BANK 
of Wilkes-Barre, Pa. 
TRUST DEPARTMENT 
TRUST FUNDS 


Recovery Of Out-Of-Pocket Expenses. 
A very effective contribution to profitable 
trust operation is the recovery of all out- 
of-pocket expenses. Telephone toll calls, 
telegrams, registered mail, insurance, 
postage, are now through established 
practice recoverable by direct charge to 
the respective accounts. Triennial ap- 
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praisal of mortgaged properties is recov- 
erable by charge to mortgagor. 


Periodic Analysis of .Securities. The 
form for periodic analysis of securities 
in a given account, reproduced here, has 
proven to be of inestimable value. It is 
designed for the so-called smaller trust 
departments. The first step in this an- 
alysis is found in the upper left corner 
where certification to the trust commit- 
tee is made by an assistant trust officer, 
trust officer or other designated compet- 
ent hand that he has examined the pres- 
ent handling of the account and that it is 
in accordance with the document creating 
the account. 


The left side of the form provides a 
comparison of investment rating and 
market value of each asset in the account 
between the date of acquisition and the 
date of the review. Any change is im- 
mediately discernable. Across the form 
we find comparisons of acquisition, book, 
and market values, showing appreciation 
and/or depreciation of individual and 
total items with annual income and call 
prices individually set forth. 


At the bottom of the form each type of 
asset is totaled with a percentage calcula- 
tion of each type of asset. These per- 
centages are then transferred to the 
upper right corner for comparison with 
the bank’s investment policy when re- 
stricted to legals and when not restricted 
to legals. 


When completed and reviewed by your 
trust committee this analysis should be 


filed permanently in an administration 
file of the given account. 

The Administration File, a folder with 
stapling facilities, should be a permanent 
file for analyses of securities, cost analy- 
ses, officers customer contact comment, 
and correspondence covering the assets in 
the account. 


Bank Has Junior Board 


Bank of America N. T. & S. A. has cre- 
ated a Junior Advisory Council composed 
of rotating staff members and designed to 
spread management responsibility. The 
council is to develop ideas which will be 
beneficial to the bank and consider sugges- 
tions from the staff. This type of manage- 
ment set-up has been discussed in Trusts 
and Estates for December 1938, p. 672; May 
1940, p. 523; November 1942, p. 494. 

James Minehan, of the San. Francisco 
trust office, is the group’s first chairman. 





For broad fiduciary exper- 
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—and the application of both 
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No. 4 in a series of messages presenting facts 
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requested by Individual and Corporate Trustees regarding the 


FEDERAL SAVINGS and LOAN SHARE* 


What are the Mechanics of Buying 
and Supervising this Security? 


B UYING the Share is as simple as 
mailing a letter. One simply mails a 
check to a Federal Savings and Loan 
Association, receiving in return an 
identification card and certificate for 
multiples of $100, with passbook for 
any odd amount. 

Choosing from 1465 Federals is 
quite simple. Most investors, according 
to recent surveys, use our approxi- 
mately 100 pre-selected members. 
They secure statements from associa- 
tions in desired localities and compare 
them with certain standards, such as 
we have published. Then they pro- 
ceed to invest as above. 


Supervising the investment is negligible. 
Since value of the Share is fixed at par, one 
has no market to watch. Since it represents 
a variety of assets, largely diversified mort- 
gages, one checks only statements of the 
Federal itself. (Official examinations are fre- 
quent.) Since it pays semi-annual dividends 
by check automatically, one has no coupons 
to clip or dates to watch. 


Selling the Share is even simpler, it being 
a transferable instrument. Normally, the in- 
vestor merely mails his certificate with in- 
structions to the issuing Federal. He receives 
his funds usually by return mail. 


Official data supporting the above state- 
ments, and information concerning the institu- 
tions chosen by investors’ standards, may be 
secured from .. 


ELECTED FEDERALS, Inc. 


135 South LaSalle Street 


Field Building Chicago 3 


A non-profit corporation supplying facts on the shares issued directly 
to investors by member Federal Savings and Loan Associations. 


> Noted as a Ie Recognized Investment with 
tt Prompt, Favorable Yield \) plus 


Fixed Value and 
Convenience. 





THE CHOICE BEFORE INSTITUTIONAL 
INVESTORS 


Flexibility and Pooled Risk or “‘ Guaranteed ’’ Control 


M. R. NEIFELD 
Economist, Beneficial Management Corp., Newark, N. J. 


HETHER the banks and other 
institutional investors will ex- 
pand into dynamic forces for pros- 
perity or degenerate into static 
forms of investment trusts for gov- 


ernment securities, depends on how 
well they recognize and solve finan- 
cial problems at the war’s end. In 
the one case they will supply direct- 
ly the vast sums business will use 
after the war; in the other case, they 
will be supplying it, only indirectly 


through government agencies. The 
ultimate effect, though, of supplying 
the financial needs of industry, di- 
rectly or indirectly, will have far 
reaching importance for the institu- 
tions themselves as well as for the 
national economy. 


In its ceaseless search for in- 
creased technological efficiency, our 
aggressive industrial economy in- 
evitably concentrates power in a 
handful of executives in large corpo- 
rations. In the course of their stew- 
ardship, these executives make busi- 
ness decisions that affect not only 
the welfare of their own companies, 
but have marked influence on gen- 


eral economic prosperity. They must 
accept in full measure responsibility 
for wise action which will lead to 
beneficial social conditions. 

Job security has become the number 
one problem of the age, and the wielders 
of enormous economic power will be 
charged with providing freedom from 
want. Indeed, whether or not business 
executives recognize and willingly accept 
their social responsibility, a deep sense of 
public service will be forced upon them 
by a public in no mood to brook the de- 
pressions of the past. The continued 
existence of a streamlined free enter- 
prise system will depend on the ability of 
business and private initiative to deliver 
jobs on a full employment scale. If in- 
dustry fails to do so the central govern- 
ment will be called on to make jobs 
through “compensatory fiscal policy.” 

Financial executives have membership 
in the select group whose economic wis- 
dom, as expressed in their policy decis- 
ions, means so much for the general wel- 
fare. Public opinion will increasingly 
saddle them with the responsibility for 
“full employment” in the days ahead. 


Gap Between Word and Action 


EPRESENTATIVES of financial in- 
stitutions are beginning to use the 
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right language for their post-war re- 
sponsibilities; they talk about their social 
obligations to the community to furnish 
credit for all sound purposes—but their 
actions are still far behind the speech. 
Unfortunately, too, experience with war 
business has not been the kind to tough- 
en bank willingness to venture in new 
territory: war business has been riskless 
business; 70 percent of the current earn- 
ing assets of the banks are in government 
securities and additional percentages are 
in government guaranteed loans. 


Many of the post-war proposals for 
bringing financial relief to small business 
turn on government guarantees. In one 
breath the demand is made for relief 
from government checks and control as 
soon as possible, and in another for gov- 
ernment support to carry credit risks not 
acceptable by present banking standards, 
thus becoming more deeply involved in 
government interference and competi- 
tion. 


Financial institutions on the whole 
have performed well the function of mo- 
bilizing the credit resources of the com- 
munity. Although even here, the reserva- 
tion can be made that the ‘job was not 
well done enough for some of the ele- 
ments in the community, otherwise there 
would not now be minor competition from 
credit unions, postal savings, and savings 
and loan associations. Victory bonds are 
in a class by themselves. With these ex- 
ceptions the function of mobilizing credit 
resources in the community has been well 
done. 


Delusion of Riskless Guarantees 


HE judgment cannot be so favorable 

when it comes to the application of 
those resources to the welfare of the 
community. They have been channeled 
to government and to big business; other- 
wise the funds have not been easily avail- 
able in areas where they were sorely 
needed. Witness the Congressional agi- 
tation to do something for “small busi- 
ness,” most of the bills under considera- 
tion concentrating on how to provide 
“small business” with funds. Some day, 
a successful operation of this kind will 
be pointed out as another instance of 
government in business. 
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The financial institutions must cut new 
channels themselves; they cannot afford 
to wait for leadership in other camps, 
such as government and consumer loans, 
and then expect to fight off the threat of 
government competition or shove other 
institutions out of the field they have 
neglected. They would always be fight- 
ing a rearguard action against federal 
encroachments or hastening to catch up 
with private initiative that has swept by 
them. 

To change from the riskless attitude of 
government guarantees to the venture- 
some one demanded by full employment 
may take a deliberate break with tradi- 
tional banking policies. Such a depart- 
ure from banking convention, for in- 
stance, as the bank pools for sharing 
gains and losses which are still only in 
the talk stage. 


The operating problem is one of rede- 
fining or overcoming risks that are poor 
by normal banking standards. The gov- 
ernment overcame the difficulty by pool- 
ing possible losses, as in the FHA. 
Financial institutions which first stood 
aloof subsequently became ardent con- 
verts as thé soundness of the business 
became apparent. Even the losses ab- 
sorbed in the desperate situation which 
the HOLC was designed to cure may yield 
a profit in the long run. 


Why Unemployment with 100 Billion 
Income? 


N the coming months, bankers will 

hear much of the concept of “full em- 
ployment.” Economists quarrel over the 
precise meaning of the expression, but 
the practical significance can be shown by 
an illustration: The year 1929 was a pe- 
riod of full production. Anybody who 
was willing and able to work could find a 
place on a payroll. The country was 
prosperous; the national income (gross 
national product) was close to 100 -bil- 
lion dollars—an all time peak. Eleven 
years later (1940) the gross national 
product was again close to 100 billion 
dollars but nine million of the labor force 
were unemployed. In the intervening 
years, the compulsory leisure of “no 
work” had been even higher. The two 
years had approximately the same in- 
come and same number of gainfully em- 
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ployed, but the earlier year was a period 
of boom, while the latter was one of mass 
unemployment. 

There are many reasons for this dif- 
ference. In the eleven years, technologi- 
cal efficiency had increased some twenty- 
five to thirty percent, so that the same 
number of factory workers could turn 
out that much more goods. Then, too, 
some seven or eight million youngsters 
had grown up to enter the labor market, 
but neither in the factories nor in the 
secondary occupations had jobs been 
made for them. 

Cartels, monopolies, trade restrictions, 
international and interstate tariff bar- 
riers, depressive tax policies, labor strife, 
uneconomic price policies that stymied 
productive efforts to protect property 
values, wasteful distribution, and the 
pessimistic doctrine of a mature economy 
were some of the other reasons that stif- 
led economic initiative, sent venture capi- 
tal into hiding and caused the mass un- 
employment of the thirties. 


Full Employment Will Cost 165 Billions 


ODAY the labor situation is differ- 

ent; in fact, there is labor scarcity. 
Among the 62 million on payrolls (includ- 
ing the armed forces) are many who 
normally stay at home or go to school. 
Full employment under post-war condi- 
tions will require paid jobs for about 55 
million workers. This estimate allows 
for the current population of the United 
States; for a standing military force of 
about 3 million, and a 3 million margin 
of those who are seasonally unemployed 
or in process of changing their jobs. 

At straight-time pay for a 40 hour 
week, 55 to 56 million gainfully employed 
will turn out a gross national product of 
165 billion dollars, reckoned in 1942 
prices, or more than 140 billion dollars 
in 1940 prices. That much peacetime 
production will be necessary for con- 
tinuous operation at “full employment.” 
These figures for the national income 
are not a forecast. They are objectives 
which must be realized if the country is 
to have social and individual security 
that only jobs at full employment can 
bring. 

Post-war business of $140 to $165 bil- 
lion will call for equity capital and work- 
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ing capital in amounts much beyond pre- 
war experience. “Full employment” will 
demand financing of payrolls, inventories 
and distribution to match the financing 
of the high years of the war business. 


Big Deposits but Different Customers 


7 HILE war production of this mag- 
nitude has been financed, it is 
doubtful if similar magnitude under 
peace conditions can be handled by the 
existing financial institutions or tradi- 
tional banking mechanisms. Under war 
conditions the strain of increased work- 
ing capital and necessary fixed capital 
has been eased by government construc- 
tion of plants and by the introduction of 
special financial devices, such as acceler- 
ated payments by government purchas- 
ing agents, by government advances of 
cash with order, and by V loans under 
government guarantees. While these are 
suited to war time operations, with the 
Federal Government as the sole customer 
in many instances, they cannot be used 
without modification or authorization in 
a peacetime economy in which business 
competes in many markets for many cus- 
tomers. 


With every indication that total bank 
deposits now in excess of 100 billion dol- 
lars will grow larger, and with the hope 
that inflation will be controlled, it is not 
surprising that many bankers feel that 
the funds are available to finance recon- 
version and expansion to sustain full em- 
ployment. So do economists of the 
United States Department of Commerce 
who point out that industry alone has a 
huge cash position of close to $50 billion. 


Similar optimistic findings recently re- 
leased by the Securities and Exchange 
Commission have been criticized as pro- 
jected from a minute sample and because 
the estimates of cash in working capital 
were not corrected for amounts set aside 
to meet accrued tax liabilities nor for the 
substantial receipts from V and VT bor- 
rowings. Federal Reserve Board officials 
are also reputed to be optimistic over the 
ability of business to handle the cost of 
reconversion, adding the Baruch recom- 
mendation for immediate payment of 
substantially all business claims against 
the government and the machinery of the 
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Smaller War Plants Corporation for 
smaller concerns. 

Insofar as they are held by individuals, 
whatever effect liquid savings and accu- 
mulated Victory Bond holdings will have, 
will be at the consumer level of economic 
activity. A small proportion will be dis- 
sipated, more will be used for down pay- 
ments on housing, but the largest part 
will be left intact as reserves against the 
day of need. Any wholesale attempt by 
institutions or trustees to shift from such 
funds invested in government into higher 
income securities will simply aggravate 
the post-war revenue raising programs of 
the national treasury without changing 
the net institutional holdings. 


Misled by Over-All Appearance 
of Abundance 


HAT these estimates of aggregate 
cash positions overlook is the dif- 
ference between the existence of an abun- 
dance of funds in general and the fre- 
quent scarcity where they are needed, as 
well as the willingness or ability to use 
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those funds constructively. The Ameri- 
can Institute of Accountants has dis- 
closed that the 1943 financial statements 
of many medium sized companies en- 
gaged in war production show no provis- 
ion for the costs of reconversion, reha- 
bilitation and dismissal pay. 

Even large companies with the proper 
bank reserves will be in difficulty unless 
they can have prompt use of amounts due 
from the government. The Douglas Air- 
craft Company (which did close to a bil- 
lion dollars of war business in 1943) es- 
timates it would have a working capital 
deficit of more than $125 million if re- 
ceivables due from the government were 
not promptly paid on termination of war 
contracts. 

Federal legislation to relieve such sit- 
uations is disappointingly slow. Pro- 
visions that have been made, such'as T 
loans and VT loans, again lean heavily on * 
government guarantees of one kind or 
another; private financial enterprise is 
passive. If they are to preserve their 
identity and play their part, financial in- 
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stitutions will have to gear themselves 
psychologically to discharge their social 
obligation to attain and to maintain full 
employment. 


Break New Ground or Lie Fallow 


HIS will undoubtedly mean the ini- 

tiative to experiment with new lines 
of credit, to redefine bankable risks, and 
the readiness to adjust themselves phy- 
sically. To a minor extent banks and 
other financial institutions have made ad- 
justments to new forms of bankable 
risks. Term loans, field warehouse loans, 
accounts receivable financing are mere 
steps in the direction of more flexible 
financing. Tradition, however, is strong, 
and only the boldest break new ground. 
In the real estate field, only one large 
insurance company has gone into direct 
seonstruction to earn a management re- 
turn rather than an interest return on a 
mortgage. Rather generally financial in- 
stitutions have stood aloof while non- 
banking forms of financial institutions 
have experimented and developed the eco- 
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nomic soundness and profit of newer 
forms of financing. 

Institutional investors can move along 
two general lines to broaden post-war op- 
portunities to use their resources: They 
can throw their influence behind all con- 
structive efforts to create a business 
atmosphere in which investment openings 
will multiply, and they can individually 
or severally find ways to overcome invest- 
ment barriers. The first calls for eco- 
nomic statesmanship; the second for 
business statesmanship. 


Business Statesmanship to Protect 
Enterprise 


USINESS statesmanship would con- 

cern itself with removing the bar- 
riers to free investment frozen into local 
and state statutes. A canvass of the 
state laws governing investments for 
banks, insurance companies and trustees 
shows wide differences in legal latitude. 
If trustees make no active effort to se- 
cure the legal right to include equity 
holdings in their trust funds or to adopt 
the Massachusetts rule, they accept meek- 
ly the embarrassment of legislation en- 
acted in days when the economic atmo- 
sphere was different. 


Economic statesmanship would apply 
the simple test of “Will it make more 
jobs?” to every proposal to solve the vex- 
ing problems of tariffs, foreign trade, 
currency stabilization, interstate trade 
barriers, taxation, disposal of war sur- 
plus, subsidies, social security, labor rela- 
tions, cost-price ratios, government con- 
trols, international security, foreign in- 
vestments, and others. Through their 
prestige, financial institutions can lead 
business men and the community more 
quickly to accept the answer to the test 
no matter how contrary it may be to tra- 
ditional ideas. The sooner the legislative 
atmosphere is vitalized, the sooner will 
enterprise furnish a richer soil for new 
investment opportunities of institutional 
funds. 

Take, as an example, sales finance com- 
panies which play an important role in 
the distribution of consumer durable 
goods. These need a simple method by 
which working funds can contract or ex- 
pand as needed without being limited by 
any arbitrary ratio to their own capital- 





INVESTMENT POLICY 


ization or by the limitation imposed on 
banks that loans to any one borrower 
must not exceed 10 percent of capital 
funds. Such flexibility could be carried 
over from the real estate mortgage field 
to the consumer field. Sales finance com- 
panies would act as originating organiza- 
tions which would sell outright the paper 
created by consumer purchase of family 
capital goods. Under some form of col- 
lateral trust agreement, the finance paper 
could be left in the possession of the 
finance companies. By associating in syn- 
dicates and using the field warehouse 
method of sequestering discount paper, a 
group of banks could supply sums how- 
ever large and wherever needed without 
being limited by their capitalization or 
by the territory in which they are located. 


There are many other ways in which 
financial institutions can find ways to 
break the fetters of traditional proce- 
dures and to put their ample resources to 
work in the kind of productive funds 
needed in the post-war period. 


Pennsylvania Company 
Common Fund Earns 
$4.31 


The principal value of units in the Dis- 
cretionary Common Trust Fund operated by 
by The Pennsylvania Company of Philadel- 
phia reached a new high of $111.27 at June 
30, 1944, end of the Funds’ fourth fiscal 
year, according to the report recently made 
public by President Wm. Fulton Kurtz. 
Earnings amounted to $4.31, as compared 
with $4.38 for the preceding period. At 
the year end there were 1225 trusts partici- 
pating in the Fund, which aggregated 
$17,178,000; the total on June 30, 1943, was 
$14,765,000. 


The Fund was invested, as of the year 
end, as follows: Bonds and principal cash, 
146.8%; preferred stocks, 28.2%; common 
stocks, 25%. As to fields of investment, 
these were the figures: Industrials and 
banks, 28.2%; U. S. Governments and cash, 
24.4%; public utilities 29.6%; rails, 15.3%; 
Canadian Provincials, 2.5%. 
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Boom in Real Estate Bonds 


As the stock market last week boomed 
along at the highest level in a year, the lit- 
tle known real estate bond market had a 
surprise for almost everyone—it was at a 
peak for eleven years. Amott, Baker & 
Company’s average of 200 eastern real es- 
tate bonds was about $467 for a $1,000 bond 
against the previous high of $455 in Febru- 
ary, 1937 and only $197 in 1932. Reason 
for the spirited trading in real estate bonds 
has been twofold: 

War Boom. In Amott, Baker’s real es- 
tate bond average is many a famous hotel 
where soldiers on leave and _ business- 
men on war missions fight for a room and 
bath, sleep on a cot in the lobby when they 
lose. Also in the list are scads of office 
buildings, apartments, and industrial sites. 

Threat of Inflation. One widely adver- 
tised truism about inflation is that property 
is worth more than money. A good many 
real estate bonds now outstanding represent 
the debt on reorganized properties, and the 
equity has passed to the bonds. 

But no matter how high real estate bonds 
go, nor how attractive the averages appear 
for speculation, real estate bonds are a 
ticklish market to play. This multi-billion 
dollar field represents thousands of proper- 
ties all over the country; each one is a spe- 
cial situation; each has its own problems. 
In short, it is a market for specialists. 


From June 21, 1944, issue of The Investor’s 
Reader, published by Merrill Lynch, Pierce, Fenner 
& Beane. 
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Important points to consider if you plan to sell 
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COMMON STOCKS NOW OR LATER? 


WILLIAM J. THORNE 
Vice President, The Syracuse Trust Company, Syracuse, N. Y. 


Summary of discussion at Group IV Trust Con- 
ference of New York State Bankers Assn. 


I: this the time to buy common stocks 
or should available funds be reinvest- 
ed temporarily in high grade bonds or 
strong preferred stocks? In discussing 
this question with the heads of research 
of the trust departments of several large 
banks—both in and out of New York— 
and with people who have the respons- 
ibility for the investment of large funds, 
I find there are definitely two schools of 
thought. One would buy stocks now 
while the other would delay purchases. 
However, they agree quite generally on 
the following points: 


(1) The European war may not end 
in 1944 and the Jap war may last 
until 1946. 

(2) The longer the war the greater 
the backlog demand for peacetime 
products. Lease-Lend will continue 
on some basis for a time after the 
war. 

Piling up of purchasing power 
will continue as the government 
pays for goods and services. 

The importance of this buying 
power must be reckoned with as 
well as the already great reduction 
of individual and corporate debt. 

(5) This is an election year. Price 
ceilings may be punctured and a 
higher wage level is anticipated. 

(6) Congress appears more business- 
minded. The tide is coming in. 

(7) Historically, the stock market is 
in a low range. 


Those who would buy now argue in 
addition: 


(1) So much study has been and will 
be put on a just and prompt set- 
tlement of war contracts, and on 
reconversion problems that we can 
slide through the adjustment pe- 
riod without difficulty. Six to nine 
months ought to see us over the 


worst and no one will worry about 
that. 

The excess profits tax should be 
eliminated promptly after the war, 
and normal and surtax will be only 
40%. 

The carry back and carry forward 
provisions of the tax law will pro- 
vide the necessary cushion for de- 
clining sales and earnings. 

If people think they can see a 
prosperous post-war period, they 
will look right across the gap and 
their purchases will offset other 
sales and prevent any extended or 
severe drop in the market. 


The second group would stay in a de- 
fensive position until the air is clearer 
for the following reasons: 


(1) The market is largely a matter of 
psychology. It records the hopes 
and fears of the people and the 
way they think, more perhaps, 
than it does the fundamental facts 
which will later determine earn- 
ings. 

Only a miracle would warrant be- 
lieving that the settlement of war 
contracts (even after the German 
war) and the partial reconversion 
can be a simple process. 

If the ends of the two wars are 
even a year apart, the cushioning 
effect should help greatly in 
smoothing these problems but the 
difficulties would remain great. If 
both end close together the eco- 
nomic and political effect could be 
catastrophic. 


Going from peace to war, indus- 
try had an assured market for its 
products. Transition from war to 
peace is quite another thing. Who 
can say: (a) Which companies 
may begin manufacturing first 
and will raw materials and semi- 
finished products be available 
when needed? (b) How will labor 





accept the necessary adjustments? 
(c) What about markets when in- 
dicated prices are 25 to 30% high- 
er? Will people buy or wait? 

Any program is complicated by 
lack of a constructive foreign or 
domestic policy and the chances of 
a stalemate (after the November 
election) in arriving at one. 


Post-war prosperity requires stab- 
ilized currencies and a broad for- 
eign trade base. The U. S. must 
buy as well as sell. Actually we 
are very nearly self-sufficient. 
With our tariff sheltered indus- 
tries and our political setup, it is 
a question if we will be willing to 
cut into our standard of living to 
do this buying. 


It seems that with higher costs and 
taxes and the expectation that ceilings on 
sales prices won’t be increased much, we 
must expect generally lower earnings and 
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few increases in dividends for some time 
ahead. Therefore, if the public does not 
get frightened about the dollar, there 
may be little change in the market on the 
upside or the downside until after the 
end of the Japanese war. Of course, 
there will be surprise developments both 
ways but basically the next twelve to 
eighteen months may be a period of ad- 
justment with a strong undertone. There 
is so much money poised for action that 
many people feel there is a floor under 
current prices—say 10% down. 

If those ideas are correct, we can side 
with either group without much risk or 
solve the problem by arriving at the 
proper percentage of stocks in a parti- 
cular account through scale purchases 
over the next year—using say, a quarter 
of the money at a time and keeping the 
balance of that part of the fund in a de- 
fensive position. I might add that the 
best plan has to be subject to change at 
any time. 
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INTER-COMPANY FUND FOR ENTERPRISE 
INVESTMENT 


Insurance Executives sees Equity Channels Needed 


ITH increasing proportions of the 

normal savings of Americans going 
into life insurance, the greatest respons- 
ibility of the industry—as of institution- 
al investors generally—is the investment 
of these funds in new channels, accord- 
ing to A. J. McCandless, president of 
Lincoln National Life Insurance Co., in 
his recent Chicago address as president 
of the American Institute of Actuaries. 
To maintain a virile economy which will 
absorb such savings, and a high level of 
employment of both men and money, 
equity investment in new enterprise 
seems essential, perhaps through some 
specially developed type of intercompany 
pool. 


Pointing to the fact that life insurance 
savings accounted for close to one-third 
the entire pre-war net savings of indi- 
viduals while on the other side the total 
long-term private debt is even lower than 
in 1930, Mr. McCandless remarked the 
danger to economic progress if too large 
a portion of the savings stream of the 
nation is put into refunding or risk- 
avoiding capital. Certain factors will, he 
believed, accentuate the proportion of 
savings subject to institutional invest- 
ment after the war, and as individual 
war bond holdings are cashed or matured. 


Increase of Supply—Decrease of 
Outlets 


“These include the greater concentra- 
tion of net income in the middle classes 
(relatively the largest buyers of life in- 
surance). Growth of the salaried em- 
ploye class who do not own businesses of 
their own will probably continue, and 
these people have a tendency to make a 
large part of their savings through life 
insurance. This is because they do not 
own businesses of their own in which to 
invest their savings and do not in general 
possess the specialized knowledge re- 
quired to invest successfully in a very 
complex economy. 


“The theory that life insurance funds 


should be invested only in gilt edge se- 
curities, that is, in high grade debt secur- 
ities, is very fine in so far as it is prac- 
tical. There is little reason to believe 
that there will be sufficient growth in the 
volume of high grade private debt in 
future to match the growth of life insur- 
ance company and similar funds which 
might like to seek investment therein. 
The weight of evidence seems to be that 
life insurance funds have become too 
large a part of the total savings stream 
for the problem to be solved in this way. 


Invitation to Government to Do 
Investing 


“There is a danger that if too large a 
proportion of the savings stream of the 
nation takes the form of risk-avoiding 
capital (or ‘unenterprise capital,’ if you 
like) it will act as a brake on economic 
progress. It is venture capital that 
makes for a virile, expanding economy. 


“Therefore, unless we become resigned 
to having the problem solved for us by 
having made available a continually in- 
creasing supply of U. S. Government 
bonds and having the Government to a 
large extent do the real investing for us, 
we are going to have to open up new 
channels for investment. The problem 
presented is one whose difficulty we can 
scarcely exaggerate. 


Must Create New Outlets 


“The solution will require a good deal 
of courage, and imagination and willing- 
ness to experiment in the light of new 
conditions. Its complete solution is hard- 
ly to be found in a single new investment 
channel. 


“A start in the right direction has al- 
ready been made by investment in hous- 
ing developments by certain life insur- 
ance companies. In doing this they have 
created new investment outlets by posi- 
tive action rather than asking some other 
party to plow the furrow first. This is a 
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field which will probably be greatly ex- 
panded in the post-war period. 


Joint Equity Pool Suggested 


“There is strong evidence to the effect 
that an economy such as ours can only 
provide sufficient outlets for savings and 
a relatively high level of employment if 
it is expanding at a rather rapid rate. 
This implies a stream of new enterprises 
which, incidentally, have no record of 
past earnings. Can life insurance and 
similar types of savings refuse to take 
part in the financing of such new. enter- 
prises? They could refuse at one time 
when they were a smaller element in the 
savings stream. For them to continue to 
do so may well encourage direct govern- 
ment participation in the financing of 
new enterprises. 

“As a step in the direction of a solution 
of this problem, some sort of intercom- 
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pany pool might be formed with a staff 
especially equipped to advance funds to 
new enterprise on an equity basis. In 
this way risks might be accepted on a 


- broad basis such as no single company, 


and more particularly a medium or small- 
sized company, might wish to accept by 
itself.” 


Reconversion and Post-War 
Demand 


Despite tremendous expansion in produc- 
tive facilities for light metals and plastics, 
the steel industry will feel a negligible im- 
pact from these materials on its post-war 
markets, L. S. Hamaker, assistant general 
manager of sales for Republic Steel Com- 
pany, declared recently before a meeting of 
the Sales Executives Club of New York. 

At the same time Mr. Hamaker stated he 
believed the problem of reconversion is be- 
ing greatly overstressed. He excepted two 
industries, aircraft and shipbuilding, from 
the general problem of reconversion. The 
aircraft industry, he said, faces a “fate” of 
not being able to shrink fast enough after 
war orders cease “to keep from running out 
of money,” while the future of shipbuilding 
looks “sad.” 

The many problems encountered in fabri- 
cating magnesium, he continues, will con- 
fine its use to specialists, who know how to 
handle it. Its corrosive qualities will tend 
to lessen applications. Inroads light metals 
will make may be confined to non-structural 
parts, thus affecting non-ferrous metals. 


“We have found little disturbances in 
steel consuming industries. There will be 
a great demand for automobiles, residential 
housing (and even a small house requires 
a ton of steel), and the deferred railroad 
maintenance program, road-building pro- 
grams and building by farmers will provide 
large outlets.” 

Only the uneconomic mills, located away 
from the sources of raw materials and mar- 
kets, will find difficulty in the post-war pe- 
riod, he added. In addition to supplying 
domestic markets, the industry, which has 
a capacity of 100,000,000 tons annually, will 
face export demands it never had in the 
pre-war years. Germany and Japan’s in- 
dustries, he explained, will be “pretty well 
knocked out,” and those of France and Bel- 
gium will be engaged in rehabilitating parts 
of Europe. 





INVESTMENT POLICY 


INVESTMENT AFTER THE TRANSITION PERIOD 


CHARLES C. ABBOTT 
Harvard Business School 


Digest of a Harvard Business School Report 


T seems probable that business will 

not be able without additional financ- 
ing to produce and distribute the volume 
of goods and services necessary. to pro- 
vide full employment. The potential sup- 
ply of private funds available for busi- 
ness is ample. The real question is 
whether these funds will in fact be at- 
tracted by enterprise. 


Various of the financial legacies from the 
1920’s and 1930’s, such as the rise of insti- 
tutional savings, the difficulties of selling 
small equity offerings, the check in the 
growth of stock ownership, the emphasis 
placed on liquidity in investment practice, 
and the great accumulation by individuals 
of liquid, investable savings during the war, 
suggested a strong disinclination on the part 
of many persons to assume the risks and 
responsibilities of that necessary business 
and economic function—ownership. Other 
of the legacies, such as the tremendous de- 
cline in the loans of banks, the reduction 
of other types of debt, and the growth in 
many financial fields of mechanisms for the 
systematic repayment of borrowings sug- 
gested an almost equally strong distaste on 
the part of many individuals and business 
executives to incur the limitations and re- 
sponsibilities of a debtor position. 


This apparent distaste for owning and 
seeming dislike of owing, although no doubt 
enhanced by the prospect of the high tax 
burden and the dislocation of the economy 
that will result from the war, seem to have 
originated prior to the outbreak of hostili- 
ties. Probably these attitudes in part ex- 
plain the interest currently exhibited in 
many quarters regarding new financial tech- 
niques and new types of financial institu- 
tions. Certainly they rank high among those 
motives of investors and businessmen which 
seem likely to be of moment in the post- 
transition period. 


One of the great needs of the economy is 
the creation of.a large class of investors in 
business, particularly small _ investors. 
Whether these investors will in fact appear 
after the war will largely be determined by 
the inducements offered them at that time. 


Ownership is the heart of the investment 
problem. It is the center of the employ- 
ment problem. It is the basis on which 
credit is extended. It is the foundation on 
which the whole scheme of things in the 
American economy rests. 


If ownership is unattractive to potential 
investors, if owners are weak and irrespon- 
sible, if ownership as a function falls into 
disrepute, if directors and executives of 
business concerns fail to fulfill their respon- 
sibilities to owners, credit inevitably con- 
tracts, investment expenditure automatical- 
ly declines, and unemployment necessarily 
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Rockefeller Holdings Sold 


Stocks in the four leading Standard Oil 
companies having a total market value of 
more than $23,000,000 were sold after the 
close of trading July 27 on the N. Y. Stock 
Exchange through Dillon, Read & Co., act- 
ing for John D. Rockefeller. This distribu- 
tion was the largest ever effected on the 
Exchange through the mechanism of sec- 
ondary offering. Under this procedure, the 
offering firm sets a fixed price on the shares 
to be disposed of, and is allowed to pay a 
special commission to dealers who present 
customers’ orders to buy and support prices 
of the issues involved from the time of the 
offering until the selling syndicate is dis- 
solved. 


rr) 
Receives Degree for Investment Record 


Horace Schermerhorn, Vice-President of 
the National Shawmut Bank of Boston, re- 
cently received from Amherst College the 
honorary degree of Master of Arts for his 
outstanding work during 12 years in the 
investing of trust funds for the College. 


ace eens 


Changes in common stock holdings in 
June, as reported by the SEC, show a trans- 
fer by Joseph B. Graham of 535,646 shares 
of Graham-Paige Motors to City Bank 
Farmers Trust Co. of New York as trustee 
of a revocable trust. 





Im sorry 
| invented 
the pocket! 


F I HAD KNOWN that some Americans 
would be using pockets to hold all the 

extra money they’re making these days, I 
never would have invented them. 

Pockets are good places to keep hands 
warm. 

Pockets are good places to hold keys .. - 
and loose change for carfare and newspapers. 

But pockets are no place for any kind 
of money except actual expense money 
these days. 

The place—the only place—for money 
above living expenses is in War Bonds. 
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Bonds buy bullets for soldiers. 

Bonds buy security for your old age. 

Bonds buy education for your kids. 

Bonds buy things you’)! geed later —that 
you can’t buy now. 


Bonds buy peace of mind—knowing that 
your money is in the fight. 


Reach into the pocket I invented. Take 
out all that extra cash. Invest it in interest- 
bearing War Bonds. 


You’ll make me very happy if you do. 
You’ll be happy too. 


“WAR BONDS to Have and tt sold 


Crusts an Estates 


This is an official U.S. Treasury Department advertisement—prepared under auspices of 
Treasury Department and War Advertising Council 





STATUTORY SPENDTHRIFT TRUSTS 


Recent Decisions Extend Protection of Trust Income from 
Beneficiary’s Creditors 


JOSEPH G. PORTER 
Vice President, LaSalle National Bank, Chicago 


ARNISHMENT cannot be main- 
tained by the creditor of a trust 
beneficiary in an Illinois court in order 
to reach the income payable by the trus- 
tee to the debtor beneficiary where the 
trust is created by some person other 
than the beneficiary. This is true despite 
the circumstance that there is no spend- 
thrift provision in the instrument creat- 
ing the trust and despite the further 
circumstance that there is no restraint 
upon alienation so that a beneficiary may 
freely sell, assign or pledge his interest. 
A new species of property has been cre- 
ated with which the trust beneficiary 
may deal freely, but which 
cannot be subjected to the 
claims of his creditors. 
This amazing conclusion 
has been reached by the 
Supreme Court of Illinois 
in Dunham v. Kauffman, 
385 Ill. 79, decided last No- 
vember, interpreting Sec- 
tion 49 of the Illinois 
Chancery Act. This section 
was copied from certain 
provisions of the New York 
Revised Statutes of 1828. 
Since this section was like- 
wise copied in Michigan, 
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New Hampshire, New Jersey, Tennessee, 
Washington and Wisconsin, the startling 
interpretation by the Supreme Court of 
Illinois may consequently be of interest 
outside this state. 


In the Dunham case, a creditor of cer- 
tain non-resident trust-beneficiaries 
brought attachment against the beneficia- 
ries and sought to garnishee the trustees 
in order to reach the income payable from 
the trust to the debtor beneficiaries. 
There was no spendthrift provision in the 
will creating the trust, neither was there 
any restraint upon the alienation of the 
interest of the respective beneficiaries by 

such beneficiaries. Never- 
theless, the Supreme Court 
of Illinois held that garn- 
ishment could not be main- 
tained against the trustees 
to reach the income payable 
to the beneficiaries, in view 
of Section 49 of the Chan- 
cery Act, which provides in 
part as follows: 


“Whenever an execution 
shall have been issued 
against the property of a 
defendant, on a judgment 
at law or in equity, and 
shall have been returned 





unsatisfied, in whole or in part, the party 
suing out such execution may file a com- 
plaint against such defendant, and any 
other person, to compel the discovery of 
any property or thing in action belonging 
to the defendant and of any property, 
money, or thing in action due to him, or 
held in trust for him, and to prevent the 
transfer of any such property, money or 
thing in action, or the payment or de- 
livery thereof to the defendant, except 
when such trust has, in good faith, been 
created by, or the fund so held in trust 
has proceeded from, some person other 
than the defendant himself.” 


It will be observed that this Statute 
applies in terms simply to bills in equity 
seeking to reach the interests of the 
trust beneficiaries. 


Prior Decisions 


EFORE the decision in Dunham v. 
Kauffman it had been the uniform 
opinion of the bar that the language of 
Section 49 did not prevent garnishment 
to reach income payable to beneficiaries 
where there was no spendthrift provi- 


sion. 


“The Statute above referred to does 
not purport to put the interest of the 
beneficiary beyond the reach of creditors 
and deny the use of garnishment, as has 


sometimes been assumed. In this state 
it is assumed by the courts and by the 
legal profession*that garnishment is the 
only available remedy to reach equitable 
interests in a trust, unless the trust falls 
outside of the prohibitions of the Chan- 
cery Act.” Carey and Schuyler, “Illinois 
Law of Future Interests” (1941) Sec. 


432, page 558. 


The decisions of the Supreme Court 
before the Dunham case had clearly pro- 
ceeded upon the assumption that garnish- 
ment would lie against the trustees where 
there was no spendthrift provision in 
the trust. 

In Steib v. Whitehead, 111 Ill. 247, 
Gridley had devised to a trustee real es- 
tate with directions to pay the net rents 
and income in the hands of his daughter 
in person, and not upon any written or 
verbal order, nor upon any assignment 
or transfer by her. The funds in the 
hands of the trustee were attached by one 
of her creditors, and the trustee filed an 
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answer as garnishee, setting up the trust 
and the special provisions of the will, and 
the court decided that the fund was not 
subject to garnishment for that reason. 


As the Supreme Court of Illinois said 
in the case of Ladd v. Judson, 174 Ill. 
344, at page 352, referring to the Steib 
case: 


“The decision was placed upon the sole 
ground that by the terms of the devise 
it appeared that the testator intended to 
place it beyond the control of his daugh- 
ter or her creditors while in the hands of 
the trustees. It is fairly inferable, from 
what is there said, that but for such 
manifest intention on the part of the 
testator the fund would have been the 
subject of garnishment.” 


In Congress Hotel Company v. Martin, 
312 Ill. 318, Laura Martin was a bene- 
ficiary under a trust created by the will 
of Otto Young. There was a typical 
spendthrift provision in the will. A 
creditor sued out a writ of attachment 
against Mrs. Martin, who was a resident 
of New York, and garnisheed the trustee. 
It was contended by the trustee in its 
brief, that the exception in Section 49 
of the Chancery Act relating to Creditors 
Bills prevented garnishment of the trust 
funds. The court rejected this conten- 
tion, but held that the spendthrift clause 
made it impossible for a creditor to reach 
the fund, placing the decision squarely on 
the Steib case. 


Unfounded Rationale 


N the Dunham case, the Supreme 

Court did not advert to any of the 
prior Illinois cases, but cited as authority 
Baumgarden v. Reconstruction Finance 
Corporation, 131 F. 2d 741 (C.C.A. 7th, 
1942). That case held that income pay- 
able to a beneficiary could not be reached 
by garnishment on a judgment against a 
beneficiary albeit there was no spend- 
thrift provision in the instrument creat- 
ing the trust. Upon the authority of the 
Dunham case and the Baumgarden case, 
the Appellate Court for the First Dis- 
trict has reached the same conclusion in 
the recent case of Bauwmgarden v. Amer- 
ican National Bank and Trust Company, 
322 Ill. App. 135, opinion filed April 3, 
1944, 
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It is well settled that Section 49 does 
not prevent the voluntary alienation of 
the beneficiary’s interest under the trust. 
Binns v. LaForge, 191 Ill. 598. The re- 
sult of these decisions is the creation of 
a species of property which the bene- 
ficiary can deal with freely by sale, as- 
signment or pledge, but which cannot be 
reached by the beneficiary’s creditors. 
This, indeed, establishes a Utopian sit- 
uation for debtors. The result is inde- 
fensible and could only be justified if the 
language of Section 49 rendered the re- 
sult inescapable. 


In a recent note on the Dunham case, 
Professor Carey says: 


“The dictum of the Supreme Court in 
the principal case is to the effect that 
even if attachment is ordinarily avail- 
able in equity suits it could not be used 
to impound the income right of a bene- 
ficiary in a non-spendthrift trust because 
that right is beyond the reach of judicial 
process. The court cited with approval 
Baumgarden vs. Recontruction Finance 
Corp. ... This apparent approval of an 
unfortunate decision that cannot stand 
came as a shock to the trust lawyer. A 
consideration of this phase of the case 
equals in importance its procedural 
phases. The writer has already pointed 
out in the pages of this Review . . . how 
the Baumgarden case in a single stroke 
rendered unintelligible everything that 
has been written during the last half 
century by courts and commentators alike. 
It made every trust except one created 
by the beneficiary for himself or on a 
consideration paid by him a spendthrift 
trust because it destroyed every remedy 
of the creditor to reach the beneficiary’s 
income. It relegated to idle chatter all 
that has been written before upon the 
question whether a particular trust was 
or was not a spendthrift trust, and, if 
the latter, how sweeping and effective 
were its restraints, matters upon which 
hundreds of pages have been spent. In 
short the Baumgarden case defies all un- 
derstanding. The life of so absurd a de- 
cision must be ephemeral.” 38 Ill. L. 
Rev. 411. 


Professor Griswold, referring to Sec- 
tion 49, says: 


“This statute . .. was derived from 
the New York Revised Statutes of 1828. It 
is the exception at the end of the first 
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long sentence which is of importance in 
connection with spendthrift trusts... 
this exception served a purpose in fitting 
into the general scheme of the Revised 
Statutes, under which trusts were allow- 
ed only for a few limited purposes. When 
separated from the other provisions of 
the New York legislation, however, the 
exception leads to results which were 
not originally intended. The effect of 
the exception was doubtless overlooked 
when the legislature adopted this pro- 
vision.” Spendthrift Trusts (1936) page 
148. 


Sec. 49 does not in terms inhibit garn- 
ishment proceedings but refers only to 
creditor’s bills in equity. Professor Gray 
referred to the original legislation in 
New York as “crude and reckless.” Gray, 
Restraints on Alienation (2nd Ed. 1895) 
Sec. 282. The extension of the inhibi- 
tion to garnishment proceedings is 
neither required nor justified by the lan- 
guage of Section 49. The judicial ex- 
tension of the language of this Act ap- 
pears to be as logically indefensible as it 
is socially undesirable. 


eS ee ally for 


trust institutions and their 


attorneys with trust prob- 


lems in New York. 


THE 
CONTINENTAL 
BANK & TRUST COMPANY 


OF NEW YORK 


30 Broad Street, New York 


Member Federal Deposit Insurance Corporation 
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CURRENT FEDERAL 


TAX NOTES 


PETER GUY EVANS 


Member of New York Bar: Certified Public Accountant (N. Y. and N. J.): 
Lecturer on Taxation at Rutgers and Columbia Universities 


Court Decisions 


Determination of bequest to charity. 
Court held that the Commissioner cor- 
rectly determined the present value of 
charitable remainder by adding 21 years 
to the life expectancy of the primary 
beneficiaries, because the impossibility 
of further issue could not be definitely 
proved. Est. of Lanning v. Hassett, 
U. S. D. C. Mass., June 15. 


Income tax—Widow’s recovery of taxes 
paid for deceased husband. Decedent 


husband did not file income tax returns 
for five years while he was residing in 


the Philippines. After his death, widow 
returned to California and subsequently 
being “advised,” she paid the Govern- 
ment taxes owed by her husband. Widow 
acquired her husband’s property as a 
joint tenant with right of survivorship 
but she was not liable as transferee for 
his taxes. The Court, in holding that 
widow could recover payments so made, 
points out that the widow did not intend 
to donate the amount because at time of 
payments she protested her liability and 
filed claim for refund. Parsons v. Ang- 
lim, C.C.A.-9, June 21. 


Estate tar—commingled funds traced. 
Taxpayer received some $22,000 from her 
mother’s estate, deposited same in her 
active checking account after issuing in- 
structions to her brother regarding pur- 
chase of securities with these funds. On 
decedent’s death some $19,500 worth of 
securities were traced back to funds she 
received from her mother’s estate. De- 
cedent and her mother died within the 
five year period. The Court held that 
the estate is entitled to benefit of de- 
duction for property previously taxed. 


Estate of Smith v. Hassett, U. S. D. C., 
Mass., June 29. 


Endowment annuities held to be gifts 
of future interest. During 1938 taxpay- 
er bought guaranteed endowment an- 
nuities for benefit of three grandchildren, 
at a cost of about $2,500 apiece. During 
the three ensuing years she made similar’ 
payments. In filing gift tax returns for 
the years in question she claimed exclu- 
sion allowable to each donee. The Com- 
missioner contended that the gifts were 
future interests of property and accord- 
ingly disallowed the exclusion. The Court 
decided for the Government because of 
certain restrictions in the contracts 
whereunder the beneficiaries had only a 
future interest in property and the gifts 
of annual premiums likewise were gifts 
of future interests. Roberts v. Commr., 
C.C.A.-5, July 7. 


Estate tax—trust for benefit of minor 
children nontaxable. In 1935 decedent 
set up trust for benefit of his four chil- 
dren. At date of his death one of them 
was still a minor. The trust instrument 
permitted the trustees to apply income 
to maintenance, support and education of 
such minor. Because of this provision 
the Commissioner contended that one- 
fourth of the value of the trust corpus 
is includible in the gross estate under 
Sec. 302(c) of the 1926 Act. The de- 
cedent had irrevocably granted the prop- 
erty to the trustees, retained no interest 
or control and the Court held that the 
transfer did not come within the scope 
of Sec. 302(c), supra. Commr. v. Est. of 
Douglass, C.C.A.-3, July 10. 


Estate tax—taxability of trust subject 
to possible reversion. The Court ruled 
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for the taxpayer by holding that taxable 
value of remainder subject to possible 
reversion is determined by the value of 
the trust property minus the value of the 
outstanding life estates. 
Commr., C.C.A.-2, July 13. 


Gift tax—accumulations do not bar ex- 
clusions. During 1936 taxpayer set up 
five trusts for his five children, three of 
whom were minors. During 1937 and 
1938 additional gifts were made thereto. 
Trusts provided for accumulations. until 
beneficiaries reached 21. The Court held 
the gifts in trust to be immediate, defi- 
nite, absolute and irrevocable. Each 
child’s interest was vested and the tax- 
payer was accordingly entitled to the in- 
dividual annual exclusion. Disston v. 
Commr., C.C.A.-3, July 12. 


Grantor not taxable on trust income. 
Taxpayer owned 55% interest in part- 
nership and in 1938 transferred 5% in- 
terest to trust for benefit of his children. 
The trustee was vested with powers of 
control and management. The Court 
held that income from irrevocable trust 
is not taxable to the grantor. Since the 
taxpayer had divested himself of all eco- 
nomic interest or benefit in the trust or 
income therefrom, he was not in any 
sense the owner of the trust estate. To 
hold otherwise, the Court further ob- 
served, would prevent a father from 
deeding by trust, no matter how abso- 
lute, property to a child if he himself 
is the trustee and retains absolute con- 
trol and management for the estate’s 
benefit. Armstrong v. Commr., C.C.A.- 
10, July 6. 


Estate tax—interest in partnership 
taxable. Under agreement father trans- 
ferred %gths interest in partnership to 
son in event partnership was in exist- 
ence at date of father’s death. The Court 
held the transfer taxable as taking ef- 
fect at or after death on the theory that 
death of decedent ended all possibility 
of reverter to his estate. Est. of Carter 
v. Magruder, U.S. D. C., Md., June 15. 

Income tax—trust income taxable to 
grantor. Taxpayer set up trust for his 
seven adult children in 1938 and named 
self and two others as trustees. Since 
the grantor retained control of corpus 


Est. of Field v. 
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and income, with single exception that 
he might not himself benefit from the in- 
come or trust corpus, the Court held the 
income taxable to grantor. George v. 
Commr., C.C.A.-8, June 17. 


Tax Court Decisions 


Income tax—determination of taxabil- 
ity of insurance proceeds. Taxpayer’s 
husband died in 1938 leaving three in- 
surance policies under which she was 
beneficiary. Under two of the policies 
she elected to receive certain monthly 
amounts with interest on remaining bal- 
ance to be added thereto. Under the sec- 
ond policy, widow elected to receive only 
the interest on the insurance proceeds 
left with the insured, the face amount ul- 
timately to be disposed of by her will. 
Taxpayer claimed all the interest non- 
taxable to her under Sec. 22(b) 1 of 
I.R.C. The Tax Court held that amounts 
received under two of the policies did not 
constitute taxable income, but that all 
sums received under the second policy 
were taxable to her, since they consti- 
tuted mere interest. Mary Claire Hey- 
ser, Memo T.C., June 14. 


Estate tax—deduction for previously 
taxed property subject to lien. Decedent 
received specific shares of stock from 
her husband’s estate. Said stock was 
subject to a lien and the executors of 
estate claimed deduction for such in- 
debtedness. Subsequently debt was liqui- 
dated and the lien cancelled. The Tax 
Court held that in computing the net al- 
lowable deduction under Sec. 812(c) of 
the I.R.C. for property previously taxed, 
the value of such property must be re- 
duced by the amount of lien for which 
deduction was allowed to husband’s es- 
tate. Est. of Ransbottom v. Commr., 
3 T.C. No. 129. 


Taxability of income of estate in pro- 


cess of administration. Decedent’s will 
specifically provided that trustees (also 
the executors) should pay net income to 
beneficiaries and that same should “con- 
tinue semi-annually from time of my 
death.” While estate was in process of 
administration and before setting up of 
trust, executors credited certain amounts 
to trust beneficiaries but did not actually 
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pay over such amounts. The Tax Court 
held that such amounts were not deduct- 
ible by the estate on its income tax re- 
turn. Est. of Burner, 3 T.C. No. 132, 
July 4. 

While estate was in process of admin- 
istration executors paid trustees pursu- 
ant to provisions of will taxable income 
collected by them. The estate on its in- 
come tax return for that year claimed 
a deduction for the amount of taxable 
income paid over to the trustees. The 
Tax Court held that the amount so dis- 
tributed was deductible under Sec. 
162(c). Est. of Harwood, 3 T.C. No. 
141. 


Rulings, News, Etc. 


I.T. 3678. Holds that a certain sub- 
mitted profit-sharing plan under which 
two groups of employees contributed at 
different rates and benefited accordingly, 
did not meet requirements of Sec. 165 (a) 
(4) of I.R.C. 


An unusual sign for a bank? 


Yes, but it could be hung appropriately in 
our transit department. For here thousands 
of correspondent items which can be 
expedited by such handling, pass in and 
out just as promptly during the night as 
during the day. The result usually is a 
whole day saved on collections and returns. 


Resourceful service beyond routine eff- 
ciency is one reason why this bank has 
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Mim. 5717. Sets forth provisions that 
are necessary in pension and annuity 
plans to preclude determination that such 
plans effect discrimination in favor of 
certain key and highly paid employees. 


T.D. 5392. Amends Regs. 111 to con- 
form to Sec. 134 of the 1943 Revenue 
Act, pertaining to discretionary trusts 
for support and maintenance of depend- 
ent beneficiaries of grantor. 


To Revise Trust Investment Law 


A complete revision of New Jersey’s law 
governing the investment of trust funds is 
being worked on by the State Bankers As- 
sociation’s Special Committee on Trust In- 
vestments. A bill is expected to be ready 
for submission to the legislature next Jan- 
uary, according to Edward Schickhaus, 
chairman of the committee and vice pres- 
ident of Fidelity Union Trust Company of 
Newark, reporting to the recent convention 
of the Association. 
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Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were reported by these attorneys, for their respective jurisdictions: 


IOWA: Eugene D. Perry—Stipp, Perry, Bannister, Carpenter & Ahlers, Des Moines 
MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 


The complete roster of editors appears in July and January. 








Claims — War Bonds — Exempt from 
Creditor Claims in Hands of Bene- 
ficiary 

New Jersey—Court of Chancery 
Reynolds v. Danko, 134 N. J. Eq. 560. 


Decedent purchased twenty Series E, $100 
"War Bonds between April and October, 
1942, the month of his death. The bonds 
were made payable upon death to Nellie 
Danko. Decedent left a small confectionery, 
valued at $500, and debts due creditor of 
the business, totalling $3500. Upon discov- 
ering existence of the bonds, creditors filed 
a complaint seeking to establish a trust of 
the bonds in their favor, on the theory that 
the decedent, in purchasing the bonds, had 
effectuated a fraudulent transfer, within 
the meaning of R. S. 25:2-10. 

HELD: Decedent did not make a “con- 
veyance” as defined in the law. He did not 
part with any of his assets. The bonds re- 
mained his property during his lifetime. No 
creditor examined the decedent while he 
lived to ascertain his holdings. 

Decedent’s ownership of the bonds ter- 
minated on his death, and defendant, Nellie 
Danko, thereupon became the sole and ab- 
solute owner of them. 


‘0. 


Conflict of Laws — Determination as to 
Domicile in Probate and Estate Tax 
Proceedings Not Conclusive in Deter- 
mining Applicable Law as to Valid- 
ity of Testamentary Trusts 

New York—Surrogate’s Court, New York County 


Matter of Carpenter, York Law Journal, 
July 27, 1944. 


New 


The testamentary trust consisted partly 
of personalty and partly of realty in New 


York. The will was probated in New York 
as the will of a resident of New Jersey who 
died leaving property in New York; the al- 
legation as to residence in the probate peti- 
tion being unchallenged. In the proceeding 
for the determination of New York estate 
tax it was determined that the decedent 
died a resident of New York, and the estate 
was taxed accordingly. The trusts under 
the will were valid under New Jersey law 
but invalid under New York law. 


HELD: The determination as to the de- 
cedent’s domicile while final as to the death 
taxes was not conclusive on the questions 
here presented and a hearing was ordered 
to take proof as to the decedent’s domicile. 
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Distribution — Heirs Determined as of 
Date of Distribution — Rule Against 
Perpetuities —- Possibility of Bearing 
Children 


Massachusetts—Supreme Judicial Court 
Worcester County Trust Co. v. Marble, 1944 A. S. 
739; June 1, 1944. 


The will provided a trust to pay the in- 
come to the testator’s two sisters and a 
niece, M (daughter of a deceased brother), 
and when only one was left to divide half 
the income (and the whole on the death of 
the survivor) among a class comprising all 
his nephews and nieces, children of deceased 
nephews and nieces to take the share of 
their parent; and upon the death of the last 
nephew or niece to distribute the estate 
among those “who would be entitled to 
share in my estate under the laws of this 
Commonwealth.” The testator’s only two 
sisters living when he made his will had no 
children. One predeceased him, and the 
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other, unmarried, was 84 years old when he 
died, so there could be no more nephews 
and nieces born after his death. 


HELD: Considering the will as a whole 
in the light of the surrounding circum- 
stances, the testator intended distribution 
to be among those who would be his heirs 
at the death of the surviving life tenant 
rather than as of the date of his own death. 
(Note:—this case illustrates a rather mark- 
ed tendency of the court in recent years to 
get away from the old somewhat hard and 
fast rule that heirs were to be determined 
as of the date of the testator’s death rather 
than that of the life tenant. Probably in 
so doing the court is getting nearer to the 
testator’s actual intention rather than his 
presumed intent.) 


The court also held, although it did not 
appear to have been argued, that since the 
trust was to terminate on the death of the 
last survivor of the nephews and nieces who 
survived the testator, no question of the 
violation of the rule against perpetuities 
was presented. (Note:—it would seem that 
the court in this decision made some dis- 
tinctly new and revolutionary law on the 
subject of the rule against perpetuities. It 
is true that all the nephews and nieces were 
actually lives in being at the testator’s 
death, but the testator was survived by 
a sister, who, although she was 84 years 
old, and unmarried, theoretically might pro- 
duce more nephews and nieces after his 
death. While recently, in a tax case, 
Comm. v. Bullard, 313 Mass. 72, 79, the court 
held that a woman of 62 could not have 
any more children, it has always been the 
recognized law in connection with the rule 
against perpetuities that people must be 
presumed to be able to have children as 
long as they live. The decision seems to be 
a definite modification of the harsh doctrine 
of the common law. Perhaps it was the in- 
evitable corollary of the adoption of the 
“reasonable time” doctrine in Union Trust 


' Co. v. Nelson, 288, Mass. 144. See New- 


hall’s Future Interests, §31, 32, for more 
complete discussion. See also Gray, Rule 
Against Perpetuities, 4th edition, §215, 
215.1 for a discussion of the general rule 
in this class of cases). 


We heard of a fellow who tried to break 
a will because his father had left him cash 
instead of a good used auto.—H. I. Phillips 
in “The Sun Dial.” 
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Distribution — Joint Wills — Whether 
Surviving Spouse May Sell or En- 
cumber Estate Property 


Iowa—Supreme Court 
Culver v. Hess, 14 N. W. (2d) 692. (June 6, 1944.) 


Husband and wife executed a joint will, 
each bequeathing and devising to the sur- 
vivor all the rest, residue and remainder of 
their estates to be held absolutely in fee 
simple. In a subsequent paragraph it was 
provided that on the death of the survivor 
all that may remain of their joint and sev- 
eral estates shall be divided, share and share 
alike, between their two sons, and “we here- 
by give, bequeath and devise all the remain- 
der of our said estate to our said sons ac- 
cordingly.” The husband deceased, the wife 
surviving, and she brought suit to construe 
the will and grant her the right to sell or 
encumber the real estate. 

HELD: The joint will was contractual 
in nature and, upon the subsequent death 
of the wife, the remainder of the estate 
would pass to the two sons in equal shares. 
Therefore, the widow did not have power 
in her lifetime to convey or encumber the 
property or make a testamentary disposi- 
tion thereof at her death. : 
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Distribution — Share of Intestate’s Son 
Reduced by Debt to Decedent 
Iowa—Supreme Court 


In re Ferris Estate, 14 N. W. (2d) 889. 
1944.) 


(June 6, 


Administrator withheld from an insolvent 
son, who was indebted to the estate, the 
son’s distributive share in the father’s es- 
tate, until the indebtedness of the son to 
the estate was deducted from his distribu- 
tive share or otherwise paid. Decision be- 
low for the son. 

HELD: Reversed. 

a ( 
Insurance Trusts —- Business — Effect of 

Failure to File Revaluation Certifi- 


cates 


Maryland—Circuit Court, Baltimore City 
Equitable Trust Co. v. Loock, The Daily Record, 
June 23, 1944. 


The Trustee under a Partnership Trust 
Agreement filed a bill for the construction 
of this agreement and other related docu- 
ments to determine the amount payable by 
the surviving partner to the estate of the 
deceased partner. 

A father sold his son a one-half interest 
in the business which was thereafter con- 
ducted as a partnership. There was no 
cash consideration, but the purchase price, 
equal to one-half of the net worth of the 
business on the date of purchase, was evi- 
denced by a note from the son to the father. 
The son also agreed to pay the premiums 
on policies of life insurance upon the life of 
the father, the proceeds to be payable to 
the Trustee and by it credited against the 
purchase price. Under the father’s will his 
residuary estate was left in trust to pay the 
income to his widow for life with remainder 
to his son (the partner) and two daughters. 
The Trustee was authorized to accept notes 
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from the son in payment of the value of 
the father’s one-half interest in the bus- 
iness. 

Under the Partnership Agreement the son, 
if he survived his father, might purchase his 
father’s share in the partnership at its value 
as determined under the Partnership Agree- 
ment. Between the date of the formation of 
the partnership and the death of the father, 
the net worth of the partnership had in- 
creased considerably. 

The Partnership Agreement also provided 
that each year during its continuance the 
partners should file with the Trustee a state- 
ment fixing the net worth of the partnership 
for the purposes of the Partnership Agree- 
ment. No such statements were filed prior 
to the death of the father. 

The question involved was whether the 
purchase price was to be determined as of 
the valuation at the time of purchase or as 
of the actual value at the date of death. 

HELD: The purchase price payable by 
the son was the actual value of his father’s 
interest at the date of his death. 

The original transaction was not a gift 
but a sale on very liberal terms; to permit 
the son to purchase his father’s share at 
a price greatly below the actual value would 
convert the transaction pro tanto from a 
sale into a gift; the only basis for such a 
construction would be the fact that the part- 
ners had failed to file the annual state- 
ments; and this fact was not a basis for 
a construction so opposed to the form of the 
original transaction. 


O 
Life Tenant & Remainderman — Carry- 


ing Charges on Building that Becomes 
Unproductive 


Supreme Judicial Court 
1944 A. S. 1041; June 27, 


Massachusetts 
Goddard, 


Amerige v. 


1944, 


The will created a trust to pay the income 
to a group of children and grandchildren, 
the principal to be divided on the death of 
the survivor among their issue then living. 
The assets were chiefly two parcels of real 
estate, one of which was sold shortly after 
the testatrix’s death. The other was a store 
and office building, which paid a good in- 
come until the lease terminated on July 31, 
1941. The building became definitely un- 
productive by the end of the year and 
thereafter was operated at a loss. 

HELD: On the principle of recent de- 
cisions, where productive property becomes 
unexpectedly unproductive after the death 
of the testator, and where, as here, his 
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dominant purpose was to provide. for the 
life tenants, and it. becomes the duty of the 
trustee to sell as soon as he can, taxes and 
carrying charges in excess of income re- 
ceived should be paid in the first instance 
out of capital. This situation arose at least 
by the end of 1941. 

After a sale an apportionment between 
capital and income would be in order. The 
income from other securities should not be 
used to meet the excess carrying charges on 
the building, and after a sale the apportion- 
ment should take into account the use of 
principal to meet expenses and the conse- 
quent loss of income therefrom. Each invest- 
ment should be made to stand or fall by it- 
self. The net income received for the whole 
year 1941, and not merely the first half 
year, should be distributed as income. The 
taxes for that year were a unit, and the 
building yielded a small profit for the year 
as a whole, and this should be paid to the 
beneficiaries without any reserve for future 
charges. 

A balance of $781.87 paid to the trustees 
as reparation for damages done by the 
tenant was properly credited to capital. 


‘0. 


Life Tenant & Remainderman — Reser- 
vation of Income from Trust Realty 


for Depreciation Not Permissible 


New York—Surrogate’s Court, Kings County 
Matter of Horowitz, New York Law Journal, June 
21, 1944. 


Accounting trustees sought to reserve out 
of the income of real property a portion 
thereof for the purpose of establishing a 
fund for depreciation and obsolescence. 

HELD: Objections to such practice should 
be sustained because it was contrary to es- 
tablished New York law; but the Surrogate 
(citing Scott, Trusts §239.4) expressed his 
personal approval of the practice and indi- 
cated that the remedy should be by way of 
legislation. 
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Taxation — Estate & Inheritance — Con- 
struction of Clause Directing Estate 
and Inheritance Taxes Be Paid From 
Particular Fund 


Massachusetts—Supreme Judicial Court 


Ferguson v. Mass. Audubon Society, 1944 A. S. 
835; June 6, 1944. 


The testatrix had an estate of her own 
and also general powers of appointment un- 
der her mother’s and father’s wills. In her 
will she carefully differentiated the three 
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funds and disposed of them separately and 
distinctly. Clause Twentieth of the part 
disposing of her mother’s estate, after cer- 
tain legacies, gave.the residue to A with 
the request that out of said residue he pay 
“all Federal and State inheritance taxes, if 
any, levied or assessed against my estate 
within one year of the probate of this 
will.” Also to pay debts, expenses and 
charges of administration if her-own estate 
was insufficient. Any balance was to go 
to A. 

HELD: First, although this clause was 
couched in the form of a request, the pro- 
visions were clearly intended to be manda- 
tory, and the only beneficial interest given 
to A was the balance. 

Second, the phrase “assessed—within one 
year,” etc., clearly meant taxes imposed 
within the year, and the taxes involved in 
this case came within that meaning. 

Third, by the phrase, “taxes—assessed 
against my estate” she meant the taxes. lev- 
ied against her own individual estate. She 
frequently used the terms “my estate” and 
“my own estate” referring to her own es- 
tate. 

Fourth, while Federal taxes are not “in- 
heritance taxes” within the strict meaning 
of the term, the words she used must be 
considered as including Estate taxes. 

Fifth, the Federal estate tax on all three 
of the funds constituted one tax, and under 
the law was assessed against her estate, 
and in the absence of testamentary pro- 
vision would have come out of the residue 
of her individual estate. Hence, under 
Clause Twentieth the whole Federal tax 
was payable out of the residue of the 
mother’s estate. 

Sixth, as to “State inheritance taxes,” 
while these technically are not levied 
against the estate, but against the bene- 
ficiaries, nevertheless the executor has to 
pay them. Accordingly, so far as her own 
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individual estate was concerned, state in- 
heritance taxes levied on the legatees came 
within Clause 20, but not state inheritance 
taxes levied on the appointed property, 
since they could not be said to be levied 
against her estate. The trustees of those 
funds would be responsible for the payment 
of those taxes. As to the appointed prop- 
erty A would be obliged to pay only such 
taxes as were levied on what passed to 
him. 

Seventh, Debts, expenses and charges of 
administration naturally fall on the testa- 
trix’s own estate, except expenses arising 
out of the administration of the appointed 
property which would be borne by that 
property. Clause 20 did not apply because 
the testatrix’s own estate was ample to 
meet the charges. 


a 


Taxation — Estate & Inheritance — Suc- 
cession Tax on Property Passing Un- 
der Powers of Appointment Created 
Before Sept. 1, 1907 


Massachusetts—Supreme Judicial Court 
Ferguson v. Commissioner, 1944 A. S. 783; June 2, 
1944, 


Petition by A, executor under the will of 
X, for abatement of succession taxes. X 
had estate of her own and general powers 
of appointment under the wills of her 
father and mother, who died in 1900 and 
1892 respectively. She exercised these pow- 
ers and in her will carefully differentiated 
between the three estates. The question 
arose as to Massachusetts inheritance taxes 
assessed on legacies to four non-relatives 
out of the estates of her father and mother. 
Three of the legatees also received legacies 
from X’s own estate. Under the statute 
(G. L. 65, §1, 2) the two legacies to each 
should have been aggregated, but following 
the decision of the U. S. Supreme Court in 
Binney v. Long, 299 U. S. 280, holding that 
such aggregation was unconstitutional, fol- 
lowed by Dexter v. Commissioner, 1944 
A. S. 479, and Putnam v. Commissioner, 
1944 A. S. 521, the commissioner did not 
aggregate them. Instead he assessed a tax 
on the appointed legacies as if they were 
the only legacies given those legatees. 

HELD: Following the Binney, Dexter 
and Putnam cases, the assessment was in- 
valid because there was no authority under 
the statute for assessing the tax except by 
aggregation, and this was unconstitutional. 

The fourth legatee received no legacy ex- 
cept the one by appointment under the will 
of X’s mother. This tax was assessed at 
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the regular rate prevailing at X’s death, 
plus the 10% additional tax. 

HELD: This tax was likewise invalid. 
While there was not occasion in this case 
for aggregation of legacies, nevertheless, 
as the statute (G. L. 65, §2) called for ag- 
gregation, and this is unconstitutional, the 
statute can’t be interpreted to impose a tax 
without the application of that principle, 
even though in this particular case there 
was no occasion for applying it. The addi- 
tional 10% tax could not bé sustained, as 
the appointed legacies did not pass or ac- 
crue upon the death of X within the mean- 
ing of G. L. 65, §36, or 1936, c. 397, §5, 
under which the additional tax was imposed, 
but upon the earlier deaths of the donors 
of the powers, before the date of the sta- 
tutes. 

The next question was whether the ap- 
pointed legacies were subject to a 5% tax 
under the original collateral inheritance tax 
law (St. 1891, c. 425) which was in effect 
when the father and mother died, together 
with St. 1902, c. 473 (which was retro- 
active), which postponed the time for pay- 
ing the tax on future interests and pro- 
vided that they should be valued when they 
vested in possessioon. 


HELD: They were, since St. 1891, ec. 
425, and 1902, c. 473, have not been repealed 
as to property passing by the exercise or 
non-exercise of powers of appointment cre- 
ated by wills of persons dying between the 
effective date of St. 1891, c. 425, and Sept. 
1, 1907. While St. 1909, c. 527, §8, did pur- 
port to repeal them, since that was done 
because the statute was treating such prop- 
erty as the property of the donee of the 
power for tax purposes, and since that was 
unconstitutional, the repeal falls with the 
rest of the statute. The petitioners were 
entitled to abatement only of so much of 
the tax as was in excess of 5%. 
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Insurance Economics Surveys, a monthly 
review of the social security scene, is a 
new publication of Insurance Economics 
Society of America, Chicago. It is intended 
to provide its readers with a brief review 
of events and thinking in the field of social 
security. 
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Dr. James C. Dolley, of the University of 
Texas, was elected director of research and 
statistics, and Morgan M. Rice an assistant 
vice president of the Federal Reserve Bank 
of Dallas. 





